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DISCUSSION  OF  TOPICS  OX  THE   PROGRAM   OF  THE 

XIXTH  ANNUAL  MEETIXG 

A  SPECIAL  TEMPORARY  ANNUITY 

By  J.  P.  M.  HJORTH 

Mr.  Vixeberg:  Mr.  Hjorth's  paper  is  evidence  of  the  differ- 
ence which  exists  between  the  people  of  the  old  and  well-developed 
countries  of  Western  Europe  and  those  of  a  new  and  undeveloped 
country  such  as  the  United  States,  in  the  value  attached  to  the 
certainty  of  income. 

It  is  natural  that  fixed  and  guaranteed  incomes  should  be  a 
favorite  form  of  investment  in  communities  in  which  the  course  of 
the  life  of  an  individual  is  within  what  we  in  America  would  con- 
sider to  be  narrow  bounds.  It  is  for  this  reason,  and  the  additional 
one  that  the  field  for  the  advantageous  investment  of  funds  is,  com- 
paratively speaking,  so  limited  that  annuities  have  been  popular 
in  those  countries.  Conditions  almost  exactly  the  reverse  exist  in 
the  territory  in  which  is  transacted  the  bulk  of  the  business  of  the 
companies  with  which  our  members  are  connected,  and  we  therefore 
find  an  exceedingly  small  field  for  the  sale  of  annuities. 

The  form  of  annuity  treated  by  Mr.  Hjorth  is,  as  he  states, 
peculiarly  adapted  to  the  need  for  protecting  children  until  they 
are  able  to  provide  for  themselves.  This  period  will  not,  in  most 
cases,  exceed  twenty  years  and  will  probably  average  from  ten  to 
fifteen.  The  premium-payment  period,  if  the  premiums  are  to  be 
level  and  negative  reserves  avoided,  will  consequently  not  average 
more  than  seven  years.  This,  combined  with  the  fact  that  the 
insurance  itself  is  term  insurance,  does  not  increase  the  desirability 
of  the  form  as  one  to  be  issued  by  our  companies.  It  is  important 
to  the  success  of  the  younger  companies  that  their  business  be  on 
permanent  forms,  producing  reserves  which  will  yield  excess  interest 
earnings  and  at  the  same  time  by  the  resultant  accumulation  of 
assets  give  our  companies  the  appearance,  as  well  as  the  substance, 
of  solidity  and  strength. 

Of  course  it  is  our  duty  to  give  the  public  what  it  needs,  and  if 
it  were  true  that  heads  of  families  carried  sufficient  permanent 
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insurance  to  protect  their  dependents,  it  would,  I  think,  be  the 
duty  of  companies  to  push  the  sale  of  temporary  forms,  but  it  is 
well  known  that  only  an  almost  negligible  proportion  of  insurable 
men  carry  sufficient  protection  for  this  purpose.  It  is,  therefore, 
I  think,  in  the  interest  of  the  community  and  our  companies  that 
all  forms  of  short  term  insurance  be  discouraged  rather  than 
encouraged. 

Term  policies  decreasing  in  amount  of  insurance  have  been  put 
out  in  this  country  to  be  sold  in  connection  with  the  sale  of  stock 
in  Building  and  Loan  Associations  and  in  connection  with  the  pur- 
chase of  property  on  the  instalment  plan;  but  in  the  cases  of  which 
I  have  personal  knowledge  the  experiment  has  not  been  a  success, 
even  in  the  matter  of  volume  alone,  and  I  think  this  is  true  also  of 
those  cases  of  which  my  knowledge  is  not  first-hand. 

Mr.  Hjorth  shows  that  the  matter  of  the  number  of  instalments 
in  which  each  year's  payment  is  made  does  not  affect  materially 
the  value  of  the  benefit.  In  the  mathematical  demonstration  of 
this  fact  there  has  been  evidently  a  typographical  error  in  the 

right-hand  side  of  equation  19  which  should  be  — -  d»\  instead  of 

/      aw\  a°° 

~\I~~([9~)dn'>  and  in  the  si8n  prefixed  to  the  fourth  term  of 

equation  24,  which  should  be  a  minus  and  not  a  plus. 

Mr.  Webb:  A  consideration  of  Mr.  Hjorth's  paper  must  be 
approached  from  two  sides.  There  is  its  value  as  a  contribution 
to  the  field  of  practical  insurance  contracts,  and  then  its  mathe- 
matical side. 

Mr.  Hjorth  cites  several  uses  of  this  annuity,  but  I  think  there 
is  only  one  that  has  a  possible  application  at  the  present  time  in 
this  country. 

The  value  is  that  of  an  annuity  for  that  portion  of  a  certain 
term  of  years  from  the  present  time  that  may  remain  after  the 
death  of  a  person  now  alive.  It  is  therefore  a  form  of  reversionary 
annuity.     In  its  simplest  form  it  is  expressed  by 

ax\n\=ax— aXn\ 

There  can  be  no  doubt  that  Mr.  Hjorth  has  suggested  a  really 
valuable  addition  to  the  continuous  instalment  contract  now  so 
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popular,  and  it  is  this  aspect  that  undoubtedly  deserves  the  atten- 
tion of  the  company  actuary.  By  means  of  this  annuity  contract 
a  man  may  make  provision  for  the  education  or  other  care  of  his 
child  from  the  period  of  his  own  death  until  the  child  reaches  the 
age  of  twenty,  for  instance,  in  the  event  of  the  father's  death  before 
the  child  attains  that  age.  The  contract  forms  a  series  of  annuities 
of  decreasing  values  and  the  probabilities  of  payment  are  suffi- 
ciently small  to  render  the  cost  of  the  contract  very  moderate 
indeed,  even  for  provisions  of  S25 .00  or  $30.00  per  month.  Thus 
a  man  of  forty  may  make  provision  for  an  annuity  of  $300.00 
yearly  to  his  daughter,  now  aged  five,  until  she  reaches  the  age  of 
twenty,  to  be  paid  in  the  event  of  his  death  during  the  next  fifteen 
years,  for  a  single  premium  of  $300 .  00.  This  single  premium  calls 
attention  to  another  attractive  feature  of  this  contract.  This  pro- 
vision appeals  by  its  nature  to  men  who  have  already  made 
adequate  plans  for  the  protection  of  their  wives  by  ordinary  insur- 
ance, instalment  or  otherwise.  Now  such  insurance  is  taken  by 
men  of  sufficient  financial  means,  to  whom  a  single  premium  of 
three  or  four  hundred  dollars  is  no  obstacle,  and  to  whom  appeals 
very  strongly  the  opportunity  of  securing  the  education  of  children 
by  a  single  payment  of  a  comparatively  small  amount  and  thereby 
securing  the  benefit  without  any  chance  of  its  becoming  jeopardized 
by  any  subsequent  financial  failure  on  his  part. 

Mr.  Hjorth,  in  his  paper,  shows  how  these  premiums,  both 
single  and  annual,  may  be  calculated  in  the  cases  of  annuities 
payable  both  annually  and  monthly,  and  discusses  the  valuation 
of  the  contracts.  Now  in  the  calculation  of  these  and  similar 
annuities  payable  at  shorter  intervals  than  one  year  we  resort  to 
approximate  summation  for  the  reason  that  the  exact  calculation 
necessitates  the  formation  of  commutation  columns  in  which  the 
ages  proceed  by  the  required  interval:  this  work  is  practically  pro- 
hibitive and  in  any  case  unnecessary.  Referring  to  p.  6  of  Mr. 
Hjorth's  paper,  it  will  be  remembered  that  the  calculation  of 
annuity-values  on  the  supposition  that  the  payments  are  made 
momently  is  simpler  than  the  calculation  for  any  other  interval 
less  than  a  year.  With  this  in  mind,  no  doubt,  Mr.  Hjorth  states 
that  for  intervals  of  one  month  the  continuous  value  may  be  used, 
and  he  states  further  that  these  momently  values  may  be  used  even 
in  the  case  of  the  annuity  payable  annually.     I  cannot  agree  with 
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the  author,  and  in  support  of  my  dissension  I  submit  the  following 
comparison : 


COMPARISON  OF  VALUES,  YEARLY,  MONTHLY,  AND  MOMENTLY, 

PER  $100.00 


Duration 


Payable 

Yearly 

Monthly.  .  .  . 
Momently. .  . 

Yearly 

Monthly.  .  .  . 
Momently. .  . 

Yearly 

Monthly.  .  .  . 
Momently. .  . 


Age  30 

Age  40 

$36.93 

$44.56 

34 

03 

40 

99 

33 

93 

40 

82 

72 

95 

90 

80 

69 

19 

85 

90 

69 

07 

85 

66 

116 

42 

150 

50 

112 

01 

144 

35 

in 

87 

144 

05 

Age  50 


'5 


$68.28 
62.65 
62.  29 

145.06 
136.88 
136.35 
247 . 78 
237.28 
236.57 


The  sale  of  these  contracts  might  easily  be  made  on  such  a 
basis  that  the  gross  purchase  price  would  be  less  than  the  net  if 
the  continuous  values  were  used  to  sell  annual  contracts.  For 
companies  exist  that  sell  their  single  premium  policies  with  as  low 
as  a  5  per  cent  loading.  At  age  forty  a  fifteen-year  annuity  for 
$300 .  00  per  annum  would  cost,  on  this  basis,  $269 .  85  with  a  net  of 
$272.40.  On  a  more  generous  loading,  devised  exactly  to  meet 
expenses,  the  difference  would  defeat,  most  completely,  the  careful 
adjustment. 

With  respect  to  the  second  part  of  the  consideration  of  Mr. 
Hjorth's  paper,  the  mathematical  aspect,  I  would  like  first  to  make 
the  following  general  observation.  It  has  been  said,  and,  more- 
over, is  the  thought  constantly  in  the  minds  of  many  actuaries,  that 
exactitude  in  the  demonstration  of  our  actuarial  formulae  is  un- 
necessary. I  believe  the  basis  of  this  erroneous  idea  is  that  we  lose 
the  precision  of  the  exact  result  by  the  loading  which  is  applied  on 
a  basis  of  expediency  or  safety  or  some  other  basis,  but  not  a  rigid 
one.  The  example  I  have  given  in  the  case  of  the  function  here 
considered  is  evidence  that  the  idea  is  erroneous.  Before  it  can  be 
said  that  such  and  such  is  a  safe  value  to  use  in  place  of  an  exact 
value  it  is  essential  to  know  the  degree  of  error  involved.  To 
demand  this  knowledge  is  not  meticulous,  and  to  have  this  knowl- 
edge of  the  error  involved  entails  precise  calculation. 
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In  fact,  I  will  go  farther  and  say  that  with  the  exact  expression 
for  the  value  of  a  benefit  before  us  we  can  devise  with  safety  a 
shorter  method  of  calculation  with  an  assurance  not  otherwise 
obtainable.  Mr.  Hjorth  does  not  give  us  a  method  of  obtaining 
directly  the  value  of  the  monthly  annuity.  As  this  would  be 
commonly  the  one  sold,  it  is  more  important  than  either  the  annual 
or  the  momently.     A  safe  value  for  this  function  is 

11     Dx  —  Dx+n 

1  015906a,,  —  ax„ • pr— 

24  Dx 

This  expression  is  simple,  as  the  values  involved  are  all  available 
at  any  age  and  duration.  The  demonstration  proceeds  at  once 
from 


where 


and 


a'n  =  1 .015906a,,  , 


/         ,     Dx+„  , 

dxn  =Qx fj — CLx-Vn 


II  143    /  ,     Sft 

ax  =  ax-\ n(.H-x-ho) 

24     1728 


and  the  fact  that  in  the  final  expression  the  term 

is  negligible,  averaging  about  .001,  The  same  simple  method  of 
demonstration  will  give  the  following  values,  which  are  worth 
recording  as  showing  the  practical  work  for  annual,  monthly,  and 
momently  purchase  prices: 

Yearly, 

an  —<iXn 


Monthly. 


11     Dx-D 


1 .01591a,,  —  ax„ 


x+n 


24  Dx 
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Momently, 

!       Dx  —  Dx+n 

i  .01744a,,  —axn  —  2  '         ry 

On  pp.  2  and  3  Mr.  Hjorth  has  shown  that  the  value  of  this 
reversionary  annuity  may  be  expressed  in  the  form 

(i+a,)Mj~My+Dj+"-(i+aw;>"+'-^-" 

The  demonstration  given  is  labored  and  somewhat  heavy,  by 
reason  of  the  unnecessary  use  of  the  summation  of  each  term  ex- 
pressed in  the  most  elemental  form — while  there  exists  a  very  short 
and  direct  demonstration  as  follows: 

ax\n\— an  —  aXn\ 


(v     vn+1\  D 

\a       a   )  1 


Dx 


—  -d+aW^-VH-^ 
a  a  JJX 


--Ji-a(i+«^)J-V*-%* 

a  a  Lfx 

^Axn\     vn    Dx+n 
a        i       Dx 


This  form  is  more  symmetrical  than  that  given  in  the  paper  and 
carries  its  verbal  interpretation  on  its  face.  It  is,  however,  of  no 
practical  application. 

I  have  analyzed  this  annuity  more  fully  than  I  have  here  given 
because  I  believe  that  it  has  a  real  practical  value  if  sold  for  its 
single  purchase  price  to  the  right  prospect:  it  is  simple  as  a  con- 
tract and  might  be  attached  as  a  rider  to  the  instalment  or  con- 
tinuous instalment  policy,  with  or  without  cash  surrender  values, 
preferably  without. 
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My  remarks  have  been  made  with  a  view  to  elucidation  and 
explanation,  and  the  author  will,  I  am  sure,  understand  that  I  am 
in  no  manner  critical  of  a  contribution  that  is  a  welcome  item  for 
our  storehouse  and  no  small  credit  to  our  young  co-worker  from 
far-away  Denmark. 

Mr.  Nitchie:  The  form  of  annuity  suggested  by  Mr.  Hjorth 
is  a  valuable  addition  to  our  list  of  efforts  to  provide  insurance 
on,  or  for  the  benefit  of,  children.  I  believe  that  the  earliest  forms 
were  the  so-called  Children's  Endowments,  which  appeared  in  many 
of  the  rate  books,  resulting,  however,  in  comparatively  little  busi- 
ness: but  for  many  years  no  other  recognition  of  children's  insur- 
ance appears  to  have  been  considered  by  the  companies. 

TheSe  policies  were  either  pure  endowments  or  endowments 
with  provisions  for  return  of  premiums,  without  interest,  in  case 
the  child  should  die  before  the  maturity  of  the  endowment.  The 
latter  feature  has  been  more  recently  modified  by  agreements  to 
repay  the  premiums,  with  simple  or  compound  interest.  For  dis- 
cussion of  this  subject  reference  may  be  had  to  T.A  .S.A .,  Ill,  9,  259, 
and  266,  and  VI,  410.  Some  of  the  earlier  modifications  of  the 
Child's  Endowment  provide  for  the  return  of  premiums,  with  or 
without  interest,  at  the  death  of  the  child,  but  in  case  of  death  of 
the  nominator  or  payer  the  policy  would  become  full  paid. 

Until  recently  life  insurance  on  young  people  under  age  had 
been  written  by  many  of  the  companies  at  the  rates  for  the  mini- 
mum adult  ages  (twenty,  twenty-one,  or  even  twenty-five)  but, 
partly  under  pressure  from  state  officials,  claiming  that  this  practice 
involved  discrimination,  differential  rates  have  been  published  for 
insurance  on  the  lives  of  minors. 

The  first  attempts  to  insure  children's  lives  in  large  numbers 
were  made  by  the  industrial  companies,  which,  in  their  efforts  to 
promote  "whole  family  insurance"  have  established  infantile  rates 
covering,  however,  particularly  at  the  younger  ages,  little  more 
than  a  burial  fund. 

Some  of  the  fraternal  societies  have  established  children's 
funds,  providing  for  small  amounts  of  insurance  upon  the  lives  of 
the  children  of  their  members.  There  is  now  an  active  effort  in 
these  societies  to  adopt  plans  for  whole  family  insurance,  including 
the  children,  and  to  secure  enabling  legislation  or  favorable  depart- 
mental ruling.     Their  power  to  grant  insurance  on  the  lives  of 
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children  has  in  some  cases  been  questioned.  In  one  state,  I  under- 
stand, an  enabling  bill  passed  the  legislature  but  was  vetoed  by  the 
governor,  on  the  ground  that  fraternal  insurance  must  be  confined 
to  the  lives  of  the  members  themselves. 

This  also  suggests,  for  our  consideration,  a  question  as  to  the 
competency  of  a  minor  to  contract  even  for  life  insurance,  and  as 
to  precautions  which  might  be  taken  by  the  companies,  in  view  of 
the  possible  election  to  avoir:  such  contracts  upon  coming  of  age. 
My  attention  has  been  called  to  the  practice  of  one  company  which 
requires,  in  connection  with  the  original  application  or  a  reinstate- 
ment, an  additional  agreement  from  an  adult  to  protect  the  com- 
pany. It  has  also  been  suggested  that,  even  in  cases  of  election 
to  repudiate,  it  has  been  commonly  held  that  the  insured  is  charge- 
able with  benefits  actually  received,  which  I  assume  would  be 
represented  by  the  accrued  cost  of  insurance,  practically  reducing 
the  company's  liability  to  the  reserve. 

Such  questions  would  arise  in  connection  with  contracts  made 
directly  with  the  minor,  usually  on  the  ordinary  plans  at  ages  near 
majority,  otherwise  the  policy  would  be  written  on  the  application 
of  the  parent,  or  other  adult.  Such  are  the  so-called  Educational 
Policies,  which  would  include  the  form  presented  in  Mr.  Hjorth's 
paper;  also  that  which  was  suggested  by  Professor  Hyde  in  No.  9 
of  our  Record,  pp.  3  ff. 

Mr.  Hyde:  I  would  just  say  in  regard  to  that  last  point 
raised  by  Mr.  Nitchie  that  the  state  of  Ohio  several  years  ago 
made  insurance  contracts  legal  for  children  of  the  age  of  fifteen 
and  upward,  so  that  that  is  taken  care  of  in  that  state  anyway. 

Mr.  Buttolph:  Mr.  President,  I  want  to  say  that  I  have  not 
given  this  paper  of  Mr.  Hjorth's  the  attention  that  I  should  have 
given  it  if  I  were  to  attempt  to  discuss  it,  but  I  do  want  to  say  a 
word  in  regard  to  one  or  two  points  made  by  Mr.  Vineberg  in  his 
discussion  of  the  paper. 

It  seems  to  me  that  real,  true  service  toward  policy  holders  is 
the  highest  thing  at  which  life  insurance  companies  can  aim,  much 
higher  than  the  pleasing  sight  of  steadily  and  rapidly  increasing 
assets,  much  higher  than  the  equally  pleasing  prospect  of  large 
increases  in  assets  and  large  surplus-interest  earnings.  I  believe 
that  most  men  work  much  more  energetically,  much  more  per- 
sistently, when  they  have  some  real,  definite  end  in  view  rather 
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than  when  they  just  have  a  vague  generality  of  something  good, 
but  not  applicable  to  any  particular  purpose.  I  believe  thoroughly 
in  what  was  said  here  yesterday  in  regard  to  the  pre-eminence  of 
the  conservation  of  business,  having  all  of  those  things  very  much 
at  heart.  I  was  disappointed  to  hear  this  form  or  like  forms  of 
temporary  annuities  rather  discredited  because  of  the  fact  that 
their  sale  will  not  add  largely  to  our  assets,  and  the  further  fact 
that  by  reason  of  that  failure  to  add  to  our  assets,  our  surplus 
interest  earnings  on  this  business  will  not  amount  to  much. 

It  is  entirely  possible  that  any  company  that  issued  nothing 
but  temporary  annuities  of  this  or  a  similar  description  would  not 
get  very  far  in  the  accumulation  of  assets  or  in  the  accumulation 
of  surplus,  but  even  that  company  will  do  a  real,  true  service  to  its 
policy  holders,  and  just  as  much  of  a  service  as  most  of  us  are  doing 
today.  But,  of  course,  no  matter  how  hard  we  might  push  this 
form  of  insurance,  it  isn't  at  all  probable  that  it  would  ever  amount 
to  any  very  considerable  portion  of  our  entire  business,  and  I 
think  that  it  is  educative.  I  believe  that  the  policy  holders  that 
held  that  form  among  their  other  forms  of  insurance  would  be 
better  policy  holders,  they  would  be  more  persistent,  having  before 
them  always  the  one  specific  purpose  for  which  they  are  carrying 
that  insurance. 

Take  the  case  of  a  child  whose  education  we  have  at  heart. 
Each  one  of  us  wants  to  provide  for  his  boy  and  give  him  a  good 
education.  He  wants  to  start  him  out  right  in  life,  even  though 
he  does  not  do  anything  further  for  him  than  that.  Having  that 
one  single  point  in  view,  what  is  he  paying  this  premium  for  ?  He 
knows  exactly  what  he  is  paying  it  for,  and  the  contract  that  he 
buys  with  it  is  one  that  will  accomplish  exactly  the  purpose  that 
he  desires.  That  is  more  than  most  of  us  can  say,  more  than  the 
insuring  public  as  a  whole  can  say  about  any  other  form  of  con- 
tract that  is  bought.  The  policy  holders  in  a  large  percentage 
of  cases  don't  know  what  they  are  paying  premiums  for.  They 
have  vague  ideas  of  increasing  their  estates.  What  is  going  to 
become  of  that  increase  in  their  estates  ?  They  don't  know.  They 
can't  know.  But  here  is  one  single  definite  purpose  that  in- 
bound to  be  accomplished,  which  can't  be  sidetracked  in  any  way. 
And  I  believe  thoroughly  that  it  is  a  service  which  we  should  be 
not  only  willing  but  anxious  to  perform  for  all  those  who  need  that 
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form  of  service.  And  I  believe  that  the  holder  of  one  of  those  con- 
tracts will  be  a  better  policy  holder  from  the  standpoint  of  per- 
sistency not  only  with  regard  to  that  one  form  of  insurance,  but  to 
every  other  contract  of  insurance  that  he  has  that  is  at  all  suitable 
to  his  needs,  than  the  vast  majority  of  the  holders  of  other  forms 
oi  contract. 
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THE  PRACTICAL  HANDLING  OF  RKIXSTATEMFA'TS 
By  J.  C.  CAMERON 

Mr.  Cathles:  According  to  reliable  statistics,  the  amount  of 
ordinary  life  insurance  terminated  during  the  year  191 5  in  209 
American  companies  was  $1,700,000,000 — or  just  about  10  per 
cent  of  the  entire  amount  of  ordinary  insurance  in  force  at  the 
beginning  of  the  year  1915. 

According  to  the  same  authorities,  the  total  new  insurance  for 
the  year  was  $2,621,000,000,  so  that  the  terminations  amounted 
to  nearly  two-thirds  of  the  new  issues. 

Of  this  enormous  volume  of  terminations,  $258,000,000 — that 
is  to  say,  15  per  cent — represented  death  claims  and  maturities,  so 
that  the  real  loss  of  protection  was  just  about  $1,442,000,000. 
Even  if  we  allow  for  the  cash  surrender  values,  the  actual  loss  of 
protection  must  still  have  been  in  the  neighborhood  of  $1,300,- 
000,000 — or  just  about  50  per  cent  of  the  new  insurance  written. 

LOSS   TO   POLICY   HOLDERS 

The  business  of  life  insurance  is  so  constructed  that  the  principal 
loss  from  lapsed  insurance  policies  falls  upon  the  holders  of  the 
policies  and  the  community  in  general — otherwise,  the  building  up 
of  new  insurance  companies,  with  such  a  lapse  rate,  would  be  a 
physical  impossibility.  The  public  is  being  gradually  educated 
to  realize  this  loss,  but  it  is  to  be  feared  that  many  years  will  pass 
before  the  average  man  will  think  more  of  his  insurance  protection 
than  of  the  immediate  difficulties  in  the  way  of  paying  the  necessary 
premiums.  Until  that  time  comes,  he  will  continue  to  hold  fast 
to  the  tangible,  but  relatively  small,  asset  represented  by  the  pre- 
mium that  is  due — holding  as  of  little  present  importance  the 
intangible,  though  relatively  very  large,  amount  of  protection  which 
its  payment  would  secure  to  himself,  his  business,  and  his  family. 
The  lack  of  actual  money  with  which  to  pay  the  premium,  or  the 
lack  of  will  to  apply  the  money  in  this  way,  is,  in  nine  cases  out  of 
ten,  the  reason  for  lapsing  life  insurance. 
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A  good  deal  can  be  accomplished  in  reinstatement  work  by 
correspondence,  but  by  far  the  most  successful  way  to  reinstate 
is  by  personal  interview.  Unfortunately,  unless  the  lapsed  busi- 
ness of  a  company  is  grouped  so  that  it  can  be  reached  at  small 
expense  per  policy,  the  personal  method  of  reinstatement  will 
nearly  always  prove  to  be  too  expensive.  My  own  investigations 
have  convinced  me  that  Mr.  Cameron  is  about  right  when  he  gives 
10  per  cent  as  the  maximum  cost  permissible  in  reinstatement 
work.  In  only  a  comparatively  small  percentage  of  cases  is  a 
renewal  commission  effective  in  keeping  business  on  the  company's 
books.  There  are  too  many  changes  in  the  average  agency  force 
and  too  great  a  percentage  of  business  is  written  by  agents  who 
do  not  reside  among  their  policy  holders.  Such  ''non-resident" 
agents  will  inevitably  rather  work  for  first-year  commission  on  a 
new  policy  than  for  the  smaller  renewal  commission.  Better  give 
prizes  for  the  smallest  lapse  rate  than  pay  renewals  to  everybody. 

OBSTACLES   TO   REINSTATEMENTS 

Actual  lack  of  sufficient  money  to  pay  premiums,  unless  purely 
temporary,  is,  of  course,  an  obstacle  which  cannot  be  overcome. 

Outside  of  this,  the  hardest  thing  to  overcome  in  reinstating 
business  is  the  unwillingness  of  a  lapsed  policy  holder  to  pay  past- 
due  premiums.  Misunderstanding  of  policy  conditions  can  gen- 
erally be  cleared  up  with  comparative  ease.  Failure  to  remember 
what  the  agent  told  him  about  the  policy  when  he  bought  it  and  a 
consequent  feeling  that  it  is  not  all  that  it  was  represented  to  be 
can  usually  be  overcome  and  the  policy  holder  convinced  that  he 
is  getting  full  value  for  his  money. 

GREATEST   LAPSE   RATE    SECOND   YEAR 

The  greatest  lapse  rate  occurs  when  the  second  annual  premium 
falls  due,  and  there  are  causes  for  lapse  at  this  time  which  do  not 
exist  at  other  times.  If  the  first  premium  has  been  settled  by  note 
and  this  note  has  been  taken  for  too  long  a  time  without  a  corre- 
sponding period  of  initial  term  insurance,  or,  if  the  first  year's  note 
is  still  unpaid,  there  is  but  small  possibility  of  collecting  the  second 
premium.  In  several  tests  by  actual  investigation  of  second-year 
lapses,  I  have  found  that  as  many  as  one-third  of  a  particular 
month's  second-year  lapses  were  of  policies  under  which  the  first 
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year's  premium  had  never  been  actually  paid  by  the  insured. 
These  policies  may  have  been  and  doubtless  were  properlv  ex- 
plained when  sold,  but  they  were  nevertheless  not  properly  sold 
because  the  premiums — either  in  their  amount  or  as  regards  the 
time  at  which  they  fell  due — did  not  correspond  with  the  ability 
of  the  insured  to  pay  them. 

Another  cause  peculiar  to  second-year  lapses  is  that  the  policy 
holder  may  have  been  hypnotized  into  buying  the  insurance 
instead  of  being  convinced  that  he  really  needed  it  or,  perhaps,  he 
had  been  hypnotized  into  buying  two  or  three  times  as  much 
insurance  as  he  realized  he  needed. 

The  task  of  reinstating  such  business  is  almost  hopeless,  except 
in  the  case  of  overselling,  where,  by  reducing  the  amount  of  the 
policy,  at  least  a  part  of  the  business  can  be  saved. 

PREVENTION  BETTER  THAN  CURE 

A  -tudy  of  lapses  and  reinstatement  work  leads  you  inevitably 
back  to  the  selling  of  the  policy  in  the  first  place.  Prevention  is 
always  better  than  cure,  and  if  the  business  is  originally  sold  prop- 
erly, lapses  will  be  comparatively  few  and  reinstatements  easy. 
When  one  remembers  that  the  lapse  rate  has  an  inseparable  con- 
nection with  the  actual  cost  of  obtaining  new  business,  it  seems  but 
the  more  remarkable  that  more  care  is  not  generally  taken  in  the 
selling  of  insurance  and  the  selection  of  risks,  with  the  particular 
object  of  eliminating  all  but  those  applicants  who  are  reasonably 
certain  to  maintain  their  policies. 

LAPSES   INCREASE   ACQUISITION   COST 

Under  present-day  competitive  conditions  the  average  cost  of 
obtaining  business — added  to  first-year  death  claims  and,  of  course, 
taking  into  account  a  proper  proportion  of  home  office  expense 
(commonly  underestimated  when  considered  at  all) — exceeds  the 
amount  of  first-year  premiums  collected  by  several  dollars  for 
each  Si,ooo  of  insurance  sold.  Assuming  S5.00  per  Si,ooo  as  a 
not  unusual  excess  cost,  a  company  which  wrote  $5,000,000  of  new 
business  would  show  a  loss  of  $25,000  thereon  during  the  first  year. 
If  only  50  per  cent  of  this  new  insurance  renews,  then  the  real  loss 
on  that  particular  year's  new  business  was  $10  00  per  $1,000,  and 
before  the  company  can  expect  to  make  a  profit  on  that  year's  new 
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business,  it  has  a  debt  per  $1,000  equal  to  double  the  original 
excess  cost  to  wipe  out. 

Agency  managers  will  find  it  extremely  interesting  to  figure 
each  year  the  lapse  ratio  of  business  written  by  individual  agents 
and  will  probably  revise  their  estimates  of  the  value  of  certain 
members  of  their  force  if  they  will  first  of  all  note  against  a  list  of 
their  agents  the  individual  excess  cost  per  $1,000,  and  then  divide 
this  cost  by  the  individual  percentage  of  renewal — multiplying  the 
result  by  ioo  to  bring  out  the  actual  per  $1,000  excess. 

Mr.  Cameron's  paper  is  particularly  deserving  of  serious  atten- 
tion by  those  interested  in  this  particular  phase  of  the  life-insurance 
business,  and  it  is  very  valuable  as  an  exposition  of  what  one  might 
call  a  standard  method  of  handling  reinstatements.  The  only 
criticism  I  would  make  is  that,  perhaps  in  deference  to  the  title  of 
his  paper,  he  omits  the  "heart  of  the  matter" — the  faults  in  the 
original  sale  of  the  policy  and  reference  to  preventive  work. 

We  all  have  now  falling  due  second  annual  premiums  on  insur- 
ance that  has  been  indifferently  well  sold  to  policy  holders  who 
would  rather  spend  the  premium  money  on  some  little  luxury  or 
fancied  necessity  than  pay  it  over  to  the  unknown  life  insurance 
company  in  which  John  Jones,  the  agent,  overpersuaded  them  to 
take  insurance. 

PREVENTIVE   MEASURES 

If  we  have  let  the  first  policy  year  go  by  without  any  effort  to 
get  in  personal  touch  with  our  policy  holders  before  sending  them 
the  first  premium  notice,  we  have  handicapped  ourselves  in  col- 
lecting our  second  year's  premiums. 

It  is  quite  a  common  practice  for  the  president  or  other  officer 
of  a  company  to  acknowledge  direct  to  each  applicant  his  pleasure 
in  receiving  his  request  for  insurance.  Of  course,  this  is  always 
pleasant  and  effective,  but  it  comes  at  a  time  when  the  applicant 
is  full  of  the  first  enthusiasm  of  a  purchaser  and  is  not  likely  to 
prolong  the  enthusiasm  over  the  due  date  of  the  second  premium. 
If  such  a  letter  is  followed  a  few  weeks  later,  or  a  month  or  two 
later,  by  a  letter  from  the  cashier  or  secretary  or  other  officer  more 
particularly  interesting  himself  in  the  collection  of  renewal  pre- 
miums, it  seems  to  me  that  there  is  at  least  a  chance  that  before 
anybody  mentions  the  necessity  for  further  payments  on  his  policy 
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the  new  insured  can  be  made  to  feel  that  the  whole  company  is 
interested  in  him  personally— glad  to  do  business  with  him — and 
that  there  is  someone  at  the  home  office  to  whom  he  can  write  about 
his  difficulties  as  if  he  knew  him.  The  objection  sometimes  raised 
to  this  kind  of  preventive  work  is  that  with  a  25  per  cent  lapse  on 
second-year  premiums  the  home  office  has  written  a  series  of  letters 
to  four  times  as  many  policy  holders  as  necessary — it  being  urged 
that  it  is  not  necessary  to  write  to  any  except  those  who  actually 
do  lapse.  Personally,  I  do  not  believe  that  anything  which  tends 
to  bring  the  policy  holder  into  closer  touch  with  the  home  office 
and  to  bring  the  personal  element  into  his  relations  with  the  home 
office  can  be  wasted.  A  life  insurance  company  depends  abso- 
lutely for  its  existence  upon  the  confidence  of  the  insuring  public, 
and  anything  which  tends  to  increase  that  confidence  must,  it 
seems  to  me,  increase  the  stability  of  the  company's  business. 

CURATIVE  MEASURES 

Of  course  a  series  of  "lapse  letters"  based  upon  whatever 
knowledge  of  the  individual  policy  holder  is  easily  obtainable  and 
one's  personal  conclusions  in  regard  to  the  most  common  and  likely 
causes  for  failure  to  pay  premiums,  is  usual  and  necessary  in  any 
systematic  attempt  to  reinstate  business.  At  least  one  of  this 
series  should  also  be  preventive  in  its  nature  and  mailed  so  that 
it  is  received  by  the  policy  holder  before  expiry  of  the  days  of 
grace  for  payment  of  his  premium.  One  of  the  main  objects  of 
these  letters  should  be  to  get  a  reply  from  the  policy  holder — 
because,  once  you  can  get  any  kind  of  a  reply,  even  an  abrupt 
refusal  to  consider  payment,  you  have  immensely  increased  the 
chances  of  retaining  a  policy  holder.  When  all  else  fails  to  elicit 
the  desired  reply  a  final  letter  pleading  for  the  "ordinary  business 
courtesy"  of  a  reply  to  a  business  letter  has  been  found  more 
effective  than  any  other  kind  of  appeal. 

Mr.  Beckett:  The  author's  discussion  of  the  permissible 
expenditure  in  order  to  reinstate  policies  which  have  lapsed  or  have 
been  surrendered  is  very  interesting  and  doubtless  timely.  The 
questions  presenting  themselves  are  not  unlike  those  which  come 
up  in  connection  with  the  cost  of  new  business,  in  each  of  which, 
as  the  author  well  states,  the  primary  consideration  is,  "What  is 
the  value  of  the  business?" 
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I  have  been  interested  in  Mr.  Cameron's  discussions  and 
assumptions  which  led  him  to  set  a  value  of  10  per  cent  of  all  pre- 
miums received  by  cash  and  otherwise  on  reinstatements  as  a 
reasonable  estimate  of  the  value  to  a  company  of  business  rein- 
stated. This  value  is  modified  by  the  assumption  that  discretion  is 
made  in  accepting  settlements. 

Although  there  is  no  question  but  that  the  nature  of  the  settle- 
ment made  by  the  policy  holder  is  of  great  importance,  yet  I  cannot 
fully  agree  with  Mr.  Cameron  that  the  settlement  more  than  any- 
thing else  is  the  key  to  making  the  work  of  the  renewal  department 
profitable.  To  my  mind  the  value  of  reinstated  business  depends 
chiefly  upon  the  motive  which  prompted  the  insured  to  seek  rein- 
statement. Satisfactory  settlements  will  logically  follow  proper 
motives,  but  I  should  place  the  emphasis  upon  efforts  to  induce 
strong  incentives.  In  other  words,  explain  to  policy  holders  the 
real  worth  of  their  policies  and  cause  them  to  place  a  high  value 
upon  them. 

In  the  majority  of  cases  of  lapsed  or  surrendered  policies  it  may 
be  reasonably  assumed  that  the  policy  holder  did  not  value  his 
policy  sufficiently  to  make  the  sacrifice  necessary  to  retain  it.  The 
important  thing  then  is  to  change  his  viewpoint  with  reference  to 
this  very  matter.  The  fact  to  be  impressed  upon  the  delinquent 
policy  holder  is  that  his  policy  contract  is  valuable,  and  that  even 
though  some  sacrifices  on  his  part  are  required  in  order  to  reinstate 
and  continue  it,  it  is  well  worth  the  cost  and  effort.  If  renewal 
work  does  not  give  policy  holders  a  better  understanding  and  deeper 
appreciation  of  their  policies,  it  will  be  of  little  permanent,  value. 

I  do  not  wish  to  be  understood  as  minimizing  the  value  of 
proper  settlements,  but  desire  to  emphasize  the  importance  of  edu- 
cating policy  holders  as  to  the  value  of  their  policies  and  impressing 
upon  them  the  losses  they  sustain  in  surrendering  them  or  permit- 
ting them  to  lapse.  If  a  policy  holder  intensely  desires  to  have 
his  policy  reinstated,  he  can  in  the  majority  of  cases  make  a  cash 
settlement  sufficiently  large  at  least  to  carry  the  cost  of  the  pro- 
tection given  him  in  case  he  should  not  complete  a  full  settlement, 
and  the  very  fact  that  his  policy  has  cost  him  something  will  cause 
him  to  place  a  higher  value  upon  it. 

Some  years  ago  I  had  occasion  to  examine  into  the  results  of 
a  renewal  department  upon  reinstatements  effected  after  one  or 
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two  years'  premiums  had  been  paid  upon  policies  providing  for 
cash  values  at  the  end  of  the  third  year.  Upon  examination  it 
developed  that  the  chief  argument  presented  for  reinstatement  was 
that  the  insured  could  carry  insurance  for  one  or  two  more  years, 
as  the  case  might  be,  and  then  surrender  his  policy  for  a  value 
either  large  enough  more  than  to  reimburse  him  for  the  premium- 
he  had  paid  or  large  enough  at  least  to  provide  him  insurance  pro- 
tection at  very  little  cost.  It  is  needless  to  observe  that  there  was 
an  abnormal  discontinuance  from  surrendered  policies  as  a  result 
of  carrying  out  this  program.  The  difficulty  is  that  the  policy 
holder  was  left  with  a  wrong  viewpoint. 

As  another  illustration,  I  would  mention  business  reinstated  by 
permitting  the  insured  to  give  premium-extension  notes  for  the 
major  part  of  the  indebtedness,  the  proposal  being  placed  in  such 
a  way  as  to  enable  the  insured  to  see  that  he  could  continue  insur- 
ance protection  at  very  little  cost.  Extensions  of  this  character 
give  policy  holders  an  erroneous  notion  of  the  cost  of  protection. 
They  should  be  educated  to  the  fact  that  life  insurance  costs  money, 
but  that  it  is  worth  all  it  costs. 

Vet  another  plan  of  reinstatement  suggests  to  the  policy  holder 
that  he  reinstate  his  policy  since  it  will  not  involve  the  payment  of 
any  cash,  and  that  all  he  need  to  do  will  be  increase  his  loan  for  an 
amount  sufficient  to  pay  premium  and  interest  for  another  year. 
This  plan  is  open  to  the  same  criticisms  as  the  others  and  in 
addition  burdens  policies  with  loans.  Certainly  every  assistance 
should  be  offered  to  prevent  policy  holders  from  sacrificing  their 
policies,  but  it  is  folly  to  build  up  trouble  for  them  and  for  the 
company. 

The  slight  investigation  which  I  have  been  able  to  make  of  the 
practice  of  younger  companies  would  lead  me  to  believe  that  this 
entire  problem  is  approached  in  a  too  formal  manner.  It  appears 
that  considerable  reliance  is  placed  upon  what  we  usually  term 
"form  letters."  Such  letters,  if  carefully  prepared,  undoubtedly 
save  some  business,  but  there  is  no  question  that  they  do  an 
immense  amount  of  harm,  and  their  use  unquestionably  leads  to  a 
loss  of  the  personal  element  which  must  be  injected  into  work  of 
this  character  if  it  shall  have  any  permanent  value. 

The  members  of  the  Institute  may  be  interested  in  a  plan  now 
in  use  by  the  company  with  which  I  am  connected,  in  our  effort 
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to  ascertain  why  policy  holders  discontinue  their  policies.  A  small 
riling  card  is  made  up  whenever  we  discontinue  a  policy,  and  the 
person  who  is  responsible  for  ordering  the  policy  canceled  from  our 
insurance  account  signs  the  card,  stating  the  reason  for  the  ter- 
mination. At  intervals  these  cards  are  thrown  together  by  states 
and  agencies,  and  in  the  aggregate  show  tendencies  which  can  be 
made  use  of,  not  only  by  the  renewal  department,  but  also  by  the 
agency  department.  As,  for  example,  if  one  agency's  business 
shows  an  abnormal  number  of  lapses  on  account  of  inability  to  pay 
premiums,  it  shows  that  the  agent  is  either,  first,  not  thoroughly 
selling  the  business  or,  secondly,  overselling  the  prospect  or, 
thirdly,  selling  a  form  of  policy  the  premiums  upon  which  are 
too  high  for  the  amount  of  protection  needed  and  desired  by  the 
policy  holder.  Unless  such  statistics  are  brought  together  at 
intervals  it  is  difficult  and  almost  impossible  to  get  to  the  root  of 
the  difficulty. 

I  am  encouraged  to  believe  that  as  a  result  of  this  plan  we  shall 
be  able  to  correct  some  difficulties  and  decrease  renewal  work,  as 
well  as  to  be  of  assistance  to  our  agents  in  an  advisory  way. 

As  a  measure  of  the  importance  of  reinstatements,  the  experi- 
ence of  220  companies  for  which  statistics  were  available  were  tabu- 
lated from  their  published  reports  for  December  31,  19 15.  While 
company  practice  in  handling  terminated  and  reinstated  policies 
in  their  insurance  accounts  differs,  it  was  believed  that  average 
results  would  be  of  interest.  The  companies  were  divided  into 
three  groups. 

1.  42  companies  organized  prior  to  1885 

2.  26  companies  organized  during  1885-1900 

3.  152  companies  organized  during  1901-1915 

Summations  were  made  in  each  group,  by  number  and 
amount  of 

o)  Insurance  revived  during  191 5 

b)  Insurance  in  force  December  31,  1915 

c)  Insurance  surrendered  during  19 15 

d)  Insurance  lapsed  during  191 5 

e)  Sum  of  c)  and  d) 

Ratios  of  a)  to  each  of  b),  c),  d),  and  e)  were  then  calculated. 
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1.     Prior  to  1885 — 42  Companies 


Number 


Amount 


Percentage 

Number 


Percentage 
Revived 

Amount 


a)  Insurance  revived  1915. 

b)  Insurance  in  force   De- 

cember 31,  1915 

c)  Insurance     surrendered 

1915 

d)  Insurance  lapsed  1915. . 

e)  Sum  of  c)  and  d) 


54,123 

8,467,970 

185,810 
259,728 
445,538 


$       71,702,569 
15,879,383,386 

388,761,938 

417,274,667 
806,036,605 


639 

29  13 
20.84 
12.15 


.401 

18.44 

17.18 

8.90 


-1900 — 26  Companies 


a)  Insurance  revived  1915. 

b)  Insurance  in  force  De- 

cember 31,  1915 

c)  Insurance      surrendered 

1915 

d)  Insurance  lapsed  1915. . 

e)  Sum  of  c)  and  d) 


3,515 
507,071 

10,307 
49,285 
59.592 


6,169,482 

837,600,136 

20,186,352 

80,276,646 

100,462,998 


•693 

34- 10 
713 
5-90 


•737 

3056 
7.69 
6. 14 


3.     1900-1915 — 152  Companies 


a)  Insurance  revived  1915. . 

b)  Insurance  in  force  De- 

cember 31,  19 1 5 

c)  Insurance      surrendered 

i9J5 

d)  Insurance  lapsed  1915. . . 

e)  Sum  of  c)  and  d) 


13,894 
915,302 

20,351 
139,995 
160,346 


25,867,515 
1,625,968,238 

42,090,367 
230,893,375 
272,983,742 


1. 5" 

68.27 
9.92 
8.67 


1 -591 

61.46 

11 .  20 

9.48 


Total — 220  Companies 


a)  Insurance  revived  1915. 

b)  Insurance  in  force  De- 

cember 31,  1915 

c)  Insurance     surrendered 

1915 

d)  Insurance  lapsed  1915. . 

e)  Sum  of  c)  and  d) 


7i,532 
9,890,343 

216,468 
449,008 
665,476 


$     103,739,566 

18,342,951,760 

451,038,657 

728,444,688 

1,179,483,345 


•  723 

33  04 
15  93 
1075 


.566 

23.00 
14.24 

8.80 


Mr.  Arnold:  Mr.  Cameron  has  presented  a  well-considered 
and  valuable  paper  in  his  endeavor  to  place  a  value  on  business 
reinstated,  to  the  end  that  a  company  may  determine  whether  its 
reinstatement  work  is  done  at  a  profit  or  at  a  loss.  The  result  of 
his  investigation  of  his  own  company's  experience  leads  him  to  the 
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conclusion  that  a  company  cannot  reasonably  count  on  much  more 
than  two  years'  premium  income  upon  reinstatement  of  policies 
reinstated  on  the  annual  basis.  This  is  somewhat  discouraging. 
Since  the  request  made  of  me  to  present  a  discussion  of  Mr.  Cam- 
eron's paper,  I  have  not  had  an  opportunity  to  check  up  our  own 
experience  in  this  regard.  I  would  expect  to  find  it  somewhat 
more  favorable. 

As  shown  by  Mr.  Arthur  Hunter's  paper  on  "Mortality  under 
Reinstated  Policies,"  to  which  Mr.  Cameron  refers,  the  company 
that  handles  the  matter  of  reinstatements  with  care  and  discretion 
may  reasonably  look  for  as  favorable  a  mortality  on  reinstated 
business  as  it  would  experience  on  the  same  business  had  no  lapse 
occurred. 

Mr.  Cameron  arrives  at  the  conclusion,  non-participating 
policies  alone  considered,  that  the  prospective  profit  from  mortuary 
savings  succeeding  the  reinstatement  is  the  sole  measure  of  expend- 
iture that  may  be  incurred  in  conducting  the  operations  of  a 
reinstatement  department.  Employing  the  experience  shown  in 
Mr.  Hunter's  and  his  own  investigation,  he  averages  the  mortality 
savings  in  the  first  year  succeeding  the  reinstatement,  in  the  case 
of  policies  of  recent  issue,  at  $3 .  50  per  thousand,  and  suggests  that 
in  older  policies  the  lower  mortality  profit  will  be  compensated  for 
by  excess  interest  earnings  on  the  accumulated  reserve.  On  the 
theory  that  the  reinstated  policy  will  continue  in  force  for  some- 
thing more  than  two  years  after  reinstatement,  he  fixes  a  maximum 
of  from  $5 .  00  to  $7 .  00  per  thousand  which  a  company  may  afford 
to  pay  for  reinstatement.  Based  on  the  experience  shown,  his 
argument  and  conclusion  appear  to  be  entirely  reasonable. 

In  considering  the  items  chargeable  to  the  work  of  reinstatement 
he  does  not  suggest  the  inclusion  of  the  expense  of  inspection  report 
and  medical  re-examination  as  part  of  the  expense  of  reinstate- 
ment. It  is,  I  believe,  properly  so  included.  However,  since 
re-examination  will  be  called  for  under  the  generally  accepted 
practice  of  well-managed  companies  in  probably  less  than  10  per 
cent  of  the  reinstated  cases,  it  would  seem  that  a  company  of  con- 
siderably less  than  thirty  millions,  unless  its  business  was  very 
much  scattered,  might  profitably  maintain  a  separate  department, 
small  but  effective,  devoting  its  energies  exclusively  to  reinstate- 
ment work. 
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His  suggestions  touching  the  formation  of  such  a  department 
and  the  lines  of  activity  of  the  department  head  are  well  con- 
sidered and  helpful  to  those  giving  this  question  consideration. 

He  expressed  the  hope  in  conclusion  that  his  paper  might  bring 
forth  a  discussion  of  the  methods  of  handling  reinstatements.  In 
this  connection  I  would  direct  attention  to  the  importance  of  edu- 
cating agents  entitled  to  renewal  commissions  to  give  attention  to 
securing  the  first  renewal,  and  to  the  effectiveness  of  personal  con- 
tact with  the  delinquent.  In  the  company  with  which  I  am  con- 
nected we  have  aimed  during  the  past  few  years  forcibly  to  impress 
general  agents  with  the  light  rate  of  lapsation  at  the  end  of  the 
second  and  subsequent  years  as  compared  with  the  rate  of  lapse 
at  the  end  of  the  first  year,  with  the  object  of  centralizing  the  gen- 
eral agent's  activity,  so  far  as  renewal  collections  are  concerned,  on 
the  first  renewal  premium.  As  a  result,  we  have  materially  reduced 
our  lapse  rate  at  the  end  of  the  first  year. 

Theoretically,  the  agent  entitled  to  the  renewal  commission 
should  supply  the  personal  contact  with  the  delinquent  which  is  so 
essential  to  effective  reinstatement  work — and  he  should  supply 
it  before  the  lapse  takes  place.  I  take  it  that  every  company 
endeavors  to  secure  this  personal  contact  through  the  interested 
agent.  If  the  agent  or  general  agent  fails  to  give  attention  this 
personal  contact  must  be  secured,  if  at  all,  through  some  paid 
representative  of  the  company  acting  either  on  a  salary  or  on  a 
commission  basis.  In  my  company  we  have  found  it  profitable 
to  have  a  salaried  man  working  on  reinstatements  in  localities  where 
the  company  has  considerable  business,  and  moving  from  one 
central  point  to  another.  We  have  found  it  practical,  before  send- 
ing a  reinstatement  man  into  any  general  agent's  territory,  to  take 
up  with  the  general  agent  the  matter  of  renewal  commissions  on 
policies  after  reinstatement,  and  without  exception  the  general 
agents  have  agreed  either  to  waive  future  renewal  commissions  or 
to  pay  the  expense,  including  salary,  of  the  representative  of  the 
reinstatement  department  while  working  in  their  particular  terri- 
tory. It  may  readily  be  pointed  out  to  the  general  agent  that  it  is 
to  his  interest  to  have  the  business  reinstated  even  though  he  ceases 
to  have  a  renewal  interest  in  the  premiums.  The  effective  work  of 
the  reinstatement  man  is  an  object-lesson  to  the  general  agent,  or 
agent,  who  has  a  renewal  interest  in  the  lapsed  business,  and  results 
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in  the  agent's  giving  personal  attention  to  the  matter  of  securing 
the  payment  of  renewal  premiums.  We  have  usually  been  able 
to  keep  the  expenses  of  the  outside  reinstatement  man  down  to 
within  15  per  cent  of  the  cash  premiums  collected,  and,  as  above 
stated,  this  expense  is  either  borne  by  the  agent  to  whom  renewal 
commissions  are  paid  on  the  reinstated  business  or,  if  borne  by  the 
company,  the  general  agent  waives  further  renewals. 

Mr.  Cameron:  I  have  now  had  an  opportunity  to  review 
the  discussion  on  my  paper,  and  am  glad  to  note  that  it  has  brought 
out  a  number  of  interesting  points,  regarding  both  the  particular 
phase  forming  the  subject  of  the  paper  and  the  other  aspects  of 
handling  reinstatements.  Mr.  Cathles  has  made  the  point,  which 
I  think,  as  practical  insurance  men,  we  can  never  emphasize 
too  much,  that  the  method  of  writing  the  business  in  the  first 
place — in  other  words,  the  financial  settlement  obtained  by  the 
agent — has  more  bearing  upon  first-year  lapses  than  all  other  causes 
put  together.  I  am  also  interested  in  his  suggestion  as  to  getting 
in  touch  with  the  insured  during  the  course  of  the  first  year.  My 
paper,  of  course,  was  rather  an  attempt  to  deal  with  the  actual 
conditions  existing  after  lapse  and  with  the  best  methods  com- 
patible with  reasonable  cost  of  putting  such  business  again  on  the 
books. 

I  note  that  Mr.  Cathles  has  more  faith  in  the  efficacy  of  "form" 
letters  than  has  Mr.  Beckett,  who,  while  admitting  that  they  may 
save  some  business,  seems  inclined  on  the  whole  to  condemn  them 
strongly.  My  own  experience,  so  far  as  it  goes,  has  inclined  me 
to  the  opinion  that  tactful  form  letters  used  with  judgment  rarely 
do  any  harm.  Undoubtedly  the  personal  visit  (if  you  employ  a 
good  man)  is  the  ideal,  but  often  the  cost  is  prohibitive.  This 
question  involves  the  other  factor  of  geographical  distribution  of 
lapsed  business.  The  expense  of  reinstating  policies  scattered 
over  a  wide  territory  is  often  too  great  to  allow  any  but  the  "form" 
letter  method. 

I  note  a  certain  difference  of  opinion  as  to  the  value  of  the 
agent's  renewal  interest  in  promoting  renewal  or  reinstatement, 
and  I  believe  that  this  must  depend  largely  upon  the  plan  of 
agency  organization  of  the  company.  If  it  has  adopted  the 
"general  agency"  system  with  the  allowance  of  an  overriding 
renewal  commission  to  the  general  agent,  and  if  he  has  ready  access 
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to  the  business,  then,  no  doubt,  his  renewal  commission  will  prompt 
a  special  interest  in  reinstatement  or  prevention  work.  I  note  the 
very  commendable  attitude  of  the  general  agents  attached  to  Mr. 
Arnold's  company,  and  it  is  evident  that  they  realize  that  their 
waiving  of  renewal  interest  in  favor  of  the  reinstatement  agent  is 
in  the  long  run  for  the  ultimate  good  of  their  organization. 

As  to  the  fundamental  importance  of  the  nature  of  the  settle- 
ment obtained  in  reinstatement,  Mr.  Beckett's  remarks  at  first 
sight  seem  to  indicate  a  different  point  of  view  from  my  own, 
but,  on  further  examination,  I  feel  that  we  practically  agree  that 
the  settlement  itself  is  about  the  only  index  we  have  of  the  motive 
prompting  the  insured.  Without  doubt  the  motive  is  the  real 
key,  but  how  can  we  be  assured  of  the  motive,  even  though  stated 
to  us  in  so  many  words  by  the  insured,  unless  he  backs  his  words 
with  a  satisfactory  settlement  ?  I  am  entirely  in  agreement  with 
Mr.  Beckett  as  to  the  necessity  of  renewal  and  reinstatement 
work  making  the  insured  appreciate  and  understand  their  con- 
tracts more  thoroughly. 
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SOME    FORMULAS    CONNECTED    WITH   THE    CALCULATION   OF 
ANNUAL  DIVIDENDS  ON  THE  CONTRIBUTION  PLAN 

By  JAMES  W.  GLOVER 

Mr.  Hyde:  I  think  that  the  Institute  is  indebted  to  Dr. 
Glover  for  his  full  and  clear  exposition  of  the  theoretically  correct 
method  of  surplus  distribution,  including  Mr.  McClintock's  formula 
for  abbreviating  the  process,  though,  as  he  suggests,  it  is  probable 
that  the  method  is  often  somewhat  modified  in  practice. 

I  myself  prefer  to  express  the  contribution  from  loading  directly 
rather  than  as  a  function  of  the  net  premium  by  such  an  expression 
as  k(mx  —  a)  in  which  k  is  an  assumed  percentage,  mx  is  the  loading 
and  a  is  a  constant  the  same  for  all  ages.  In  my  own  practice  I 
assume  the  same  value  for  a  for  all  kinds  of  policies  and  ages 
because  that  constant  may  be  regarded  as  representing  what  we 
consider  to  be  the  office  expenses  per  $1,000.  The  office  expense 
on  the  policy  would  be  practically  the  same  for  all  ages  and  kinds, 
not  exactly  the  same,  I  should  say,  but  practically  the  same,  as 
distinguished  from  such  expenses  as  commissions. 

With  regard  to  the  statement  introductory  to  the  derivation 
of  Mr.  McClintock's  formula,  No.  12  in  the  paper  of  Dr.  Glover, 
which  I  quote  as  follows,  "Initial  reserve  and  cost  of  insurance 
are  ordinarily  not  found  in  tabulated  form,"  it  seems  to  me  this 
objection  is  met  in  regard  to  initial  reserve  by  the  fact  that  the 
initial  reserve  is  the  net  premium  plus  the  terminal  reserve  of  the 
previous  year,  so  that  by  this  relation  tables  of  terminal  reserve 
can  be  used. 

As  to  the  cost  of  insurance,  I  believe  that  tables  of  this  function 
have  been  published  for  the  usual  policy  plans  on  the  preliminary- 
term  basis.  Tables  of  the  cost  of  insurance  on  the  level  net- 
premium  basis  are  given  in  "Principles  and  Practice,"  and  those 
on  the  ordinary  life,  of  course,  are  available  for  either  level  net 
premiums  or  preliminary  term  premiums. 

By  keeping  these  three  elements  of  the  contribution  to  divi- 
dends, that  is,  the  contribution  from  loading,  contribution  from 
excess  interest,  and  contribution  from  savings  in  mortality,  sepa- 
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rate,  it  seems  to  me  that  it  is  easier  to  arrive  at  a  fair  and  equitable 
formula  for  any  given  case  than  by  the  use  of  the  general  formula 
treated  by  Mr.  Glover. 

Mr.  Rietz:  The  paper  gives  a  very  clear  presentation  of  the 
application  of  certain  formulas  to  the  calculation  of  annual  divi- 
dends. As  a  teacher  of  actuarial  science,  I  have  long  felt  the  need 
of  somewhat  more  formal  and  detailed  presentation  of  the  various 
methods  of  carrying  out  the  contribution  plan  of  calculating  divi- 
dends.    The  present  paper  helps  to  supply  this  need. 

The  fundamental  formula 

r'{„Ix-\-m')-q'x+n-1  „RX  =  „VX+„CX 

is  the  exact  equivalent  of  the  well-known  formula  by  Mr.  Sheppard 
Homans. 

The  important  feature  in  Mr.  Glover's  method  of  handling  the 
problem  with  the  formula  of  Mr.  McClintock  is  that  the  part  of 
the  dividend  to  come  from  excess  interest  earned,  and  from 
savings  in  mortality,  depends  in  a  simple  manner  on  two  functions 
gx  and  hx  of  the  age  x.  These  two  functions  are  'ndependent  of  the 
policy  year  and  can  be  tabulated  expeditiously  in  auxiliary  tables 
as  soon  as  we  know  the  excess  of  rate  of  interest  earned  over 
that  assumed,  and  the  ratio  of  the  dividend  scale  rate  of  mortality 
to  the  tabular  rate  of  dividend  scale  rate  of  mortality  to  the 
tabular  rate  of  mortality. 

The  illustrations  offered  in  the  paper  take  the  ratio  of  the 
dividend  scale  rate  of  mortality  to  the  tabular  rate  of  mortality 
as  a  constant.  It  appears  to  me  to  be  perhaps  a  matter  of  some 
importance  that  the  method  seems  capable  of  easy  extension  so  as 
to  use  a  ratio  varying  with  the  ages  of  the  insured.  The  use  of  a 
variable  ratio  in  making  the  auxiliary  table  would  be  of  some 
practical  importance  because  it  is  a  fairly  well-recognized  fact  that 
mortality  surplus  is  not  properly  apportioned  by  using  a  uniform 
ratio  of  the  cost  of  insurance.  In  fact,  Mr.  Moir  presented  con- 
clusive data1  showing  that  the  true  mortality  profit  tends  to  de- 
crease decidedly  with  the  duration  of  insurance,  except  at  extremely 
high  ages. 

'  T.A.S.A.,  Vol.  XIV,  pp.  17-26. 
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ERRATA 

For  "formula  (1),"  1.  24,  p.  38,  read  "formula  (3)," 
The  negative  sign  before  the  parenthesis  in  the  formula  of  1.  22 
p.  40  should  be  positive. 

Mr.  Glover:  Replying  to  the  remarks  of  Mr.  Hyde,  I  would 
say  that  I  am  aware  that  various  publications  give  the  cost  of 
insurance  for  most  of  the  ordinary  forms;  it  is  not  tabulated,  how- 
ever, for  many  forms  now  issued  by  life  companies.  Moreover, 
even  when  given,  the  initial  reserves  still  remain  to  be  computed 
by  addition  of  net  premium  and  terminal  reserve  of  previous  year. 
The  employment  of  formula  (6)  thus  involves  looking  up  three 
functions — the  cost  of  insurance,  terminal  reserve  of  the  previous 
year,  net  premium;  and  calculating  another — the  initial  reserve. 
After  this  is  done  formula  (6)  involves  one  more  multiplication 
than  formula  (14).  In  computing  the  dividends  of  a  large  com- 
pany I  am  sure  the  employment  of  the  latter  form  would  save  a 
great  amount  of  time  and  labor.  It  does  not,  however,  have  the 
advantage  of  exhibiting  separately  the  interest  and  mortality  gains. 

It  may  be  remarked  that  a  formula  similar  to  (14)  can  be 
derived  involving  the  initial  reserve  only,  instead  of  the  terminal 
reserve,  together  with  a  corresponding  auxiliary  table. 

Referring  to  the  remarks  of  Dr.  Rietz,  I  may  say  that  I  have 
already  considered  some  modifications  of  the  general  contribution 
formula  in  which  the  actual  mortality  is  a  function  of  the  tabular 
mortality  and  the  duration.  Another  important  modification  of 
the  formula  is  to  adapt  it  to  the  calendar  year  instead  of  the 
policy  year. 
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MORTALITY  INVESTIGATION 
By  C.  H.  BECKETT 

Mr.  Mead:  Through  this  paper  Mr.  Beckett  gives  us  the  first 
opportunity  we  have  had  of  studying  the  mortality  of  one  of  the 
smaller  companies,  and  for  this  reason  the  Institute  is  peculiarly 
indebted  to  him.  It  is  to  be  hoped  that  Mr.  Beckett's  example 
will  prove  an  incentive  for  some  of  our  other  members  to  publish 
similar  experiences  of  their  own  companies. 

At  the  beginning  of  his  paper  Mr.  Beckett  refers  to  the  policy 
sheets  prepared  by  the  Committee  on  the  New  Mortality  Investi- 
gation. Lest  there  should  be  some  misunderstanding  as  to  the 
purpose  of  the  policy  sheet  prepared  by  the  Committee  and  that 
prepared  by  Mr.  Beckett,  I  feel  that  attention  should  be  called  to 
the  fact  that  the  policy  sheet  of  the  Committee  is  merely  intended 
as  a  medium  for  the  preparation  of  the  Hollerith  cards,  from  which 
the  new  mortality  experience  is  to  be  compiled,  whereas  I  under- 
stand that  Mr.  Beckett  employed  his  sheet  directly  for  the  com- 
pilation without  the  use  of  mortality  cards.  We  have  been  told 
that  those  experienced  in  the  use  of  the  Hollerith  cards  have  found 
it  inadvisable  to  punch  the  cards  directly  from  the  premium  record 
cards  themselves  and  that  it  is  much  more  expedient  and  accurate 
first  to  abstract  the  data  from  premium  cards  to  policy  sheets  and 
then  to  punch  the  cards  from  the  data  on  the  policy  sheets.  Com- 
panies that  expected  to  furnish  the  Committee  with  the  punched 
Hollerith  cards  were  recommended  first  to  transfer  the  data  to 
policy  sheets. 

Mr.  Beckett's  paper,  in  reality,  may  be  divided  into  three  parts, 
which  will  be  considered  separately. 

The  first  part  embraces  the  mortality  investigation  of  the 
entire  experience  of  the  company  from  its  organization  in  1894  to 
its  policy  anniversary  in  1915,  the  business  being  included  only 
during  its  premium-paying  status.  This  experience  is  based  upon 
policies  and  has  been  tabulated  according  to  the  policy  years.  The 
method  of  obtaining  the  data  is  practically  the  same  as  that 
employed  in  connection  with  the  Medico-Actuarial  Investigation 
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as  well  as  the  New  Mortality  Investigation  which  is  now  being 
conducted. 

In  compiling  his  data,  Mr.  Beckett  does  not  seem  to  have  used 
mortality  cards,  but  to  have  transferred  his  data  directly  from  his 
policy  sheets  to  summary  sheets,  or  rather  tally  sheets,  as  he  calls 
them,  where  they  are  grouped  according  to  age  at  issue  and  dura- 
tion. Mr.  Beckett  does  not  tell  us  whether  in  connection  with  this 
investigation  he  compiled  the  experience  also  according  to  kinds 
of  policies.  If  he  did,  we  should  especially  appreciate  an  expres- 
sion from  him  as  to  whether  any  confusion  is  likely  to  arise  in 
attempting  to  transcribe  the  data  directly  from  policy  sheets  to  the 
summary  sheets.  If  no  confusion  has  arisen,  the  expense  of  pro- 
curing and  writing  up  cards  is  avoided.  I  am  inclined  to  believe 
that  in  the  long  run  the  medium  of  mortality  cards  would  be  found 
much  more  expeditious,  as  they  can  be  sorted  more  readily,  I 
imagine,  than  the  data  can  be  transcribed  to  summary  sheets  from 
policy  sheets,  especially  if  the  investigation  were  subdivided  into 
kinds  of  policies.  Those  interested  in  this  particular  subject  would 
be  very  much  interested  in  comparing  Mr.  Beckett's  method  with 
that  outlined  by  Mr.  Hunter  in  connection  with  his  discussion  on 
his  paper  on  the  "Mortality  among  Insured  Lives  Engaged  in 
Certain  Occupations,"  which  Mr.  Hunter  refers  to  as  a  "Note  on 
an  Approximate  Method  of  Making  Mortality  Investigations,"  and 
which  appears  on  pp.  361  ff.  of  Vol.  X  of  the  Transactions  of  the 
Actuarial  Society.  Mr.  Hunter,  in  connection  with  this  note, 
illustrates  the  simple  mortality  card  employed  by  his  company. 
Mr.  Rhodes,  on  pp.  583  ff.  of  the  same  volume  of  the  Transactions, 
also  describes  the  accumulative  method  employed  in  his  own  com- 
pany, which  should  also  be  read  by  those  interested  in  this  subject 
in  connection  with  Mr.  Hunter's  note  and  Mr.  Beckett's  present 
paper. 

The  results  of  the  first  portion  of  Mr.  Beckett's  investigation 
are  embraced  in  the  tables  shown  on  pp.  28  to  ^t,,  inclusive,  of 
his  paper.  In  addition  to  the  customary  expected  deaths  which 
have  been  based  upon  the  Medico-Actuarial  Table,  Mr.  Beckett 
gives  the  death-rate  per  thousand,  which,  to  my  mind,  is  of  doubtful 
advantage,  and  he  shows,  for  the  first  time  that  I  have  noted  in 
connection  with  any  investigation,  the  standard  deviation,  which 
is  most  interesting.     The  actual  deviation  in  every  age-at-entry 
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group  under  60  has  been  negative,  and  this  negative  deviation  is 
usually  in  excess  of  the  standard  deviation,  which  indicates  a 
very  favorable  mortality  experience.  This  favorable  mortality,  1 
should  say,  was  perhaps  due  to  three  causes:  first,  the  fact  that 
the  medical  selection  of  the  State  Life  was  somewhat  more  rigid 
than  that  of  the  average  company  contributing  in  the  Medico- 
Actuarial  Investigation;  secondly,  the  State  Life's  experience  coin- 
cides with  the  later  period  covered  by  the  Medico-Actuarial 
Investigation  and  should  have  been  more  favorable,  owing  to  the 
general  improvement  in  longevity;  and  thirdly,  what  to  my  mind 
is  of  more  importance,  it  was  also  due  to  the  fact  that  the  business 
of  Mr.  Beckett's  company  might  be  said  to  be  rural  rather  than 
urban;  in  other  words,  it  is  business  for  the  most  part  which  has 
been  secured  apart  from  the  industrial  channels  of  populous  cities 
and  apart  from  the  more  intense  personal  selection  under  large 
policies  which  we  find  in  city  business. 

One  of  the  most  interesting  features  of  Mr.  Beckett's  paper  is 
Graph  "A"  on  p.  23,  where  we  find  the  curve  of  the  expected  policy 
claims  by  policy  years  according  to  the  Medico-Actuarial  Investiga- 
tion and  the  corresponding  policy  claims  actually  experienced  by  the 
the  State  Life.  For  the  first  twelve  years  the  experience  is  much 
more  favorable  than  that  expected  by  the  Medico-Actuarial  Table, 
and  after  twelve  years  the  experience  very  nearly  coincides  with 
the  Medico-Actuarial  Table  although  it  is  still  somewhat  less.  It  is 
to  be  regretted  that  Mr.  Beckett  did  not  include  in  his  tables  relating 
to  thefirst  portion  of  his  paper  the  ratio  of  the  actual  to  the  expected 
mortality,  not  only  for  the  reason  that  we  are  more  accustomed 
to  look  at  the  deviation  from  this  point  of  view  rather  than  from 
the  point  of  view  of  the  standard  deviation,  but  also  because  all 
previous  experiences  have  been  compared  in  this  way  and  we  there- 
fore would  have  a  ready  means  of  comparison  with  the  recently  pub- 
lished experiences  of  other  companies;  for  instance,  Mr.  Linton,  on 
p.  165  of  Vol.  XV  of  the  Transactions  of  the  Actuarial  Society,  shows 
that  the  mortality  experience  of  his  company  from  1S65  to  19 13 
has  been  only  87  per  cent  of  the  expected  according  to  the  Medico- 
Actuarial  Table,  although  quite  a  portion  of  the  experience  embraces 
the  period  from  twenty-five  to  fifty  years  ago,  when  the  general 
mortality  of  the  country  was  much  higher  than  it  is  today.  The 
recently  published  experience  of  the   Mutual  Life  very   nearly 
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STATE  LIFE  MORTALITY  EXPERIENCE,  1894-1915 
Comparison  of  Actual  with  Expected  Deaths 
by  M.-A.  Table  (Select) 
Summary  by  Ages,  All  Policy  Years  Combined 


Ages  at  Entry 

Exposures 

Actual  Deaths 

Expected 
Deaths 

Ratio  of    Actual   to 
Expected 

15-19 

20-24 

25-29 

30-34 

35-39 

",593 
50,751 
68,538 
72,718 
65,004 

47,945 

28,569 

11,464 

4,i59 

2,057 

492 

89 

41 

209 

291 

337 

374 

366 

339 

182 

96 

38 

20 

7 

47 
220 
316 
373 
4i3 
410 

345 
202 

96 
64 
18 

4 

9 
3 

1 

3 
0 
6 

7 
5 
7 
5 
5 
8 

I 
I 

86 

95 
92 

90 
91 

40-44 

45-49 

89 
98 
90 
99 
59 
08 
46 

50-53 

54-56 

57-59 

60-62 

63  and  over 

Total 

364,379 

2,300 

2,5i3-9 

■91 

STATE  LIFE  MORTALITY  EXPERIENCE,  1894-1915 
Comparison  or  Actual  with  Expected  Deaths 
by  M.-A.  Table  (Select) 
Summary  by  Policy  Years,  All  Ages  Combined 


Policy  Year 


Exposures 


Actual  Deaths 


Expected 
Deaths 


Ratio  of  Actual  to 
Expected 


I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Total 


82,145 
50,029 

35,889 
30,364 
26,233 
23,106 
20,615 
19,180 
i7,i55 
14,703 
.",357 
8,729 
6,697 

5,091 
4,091 
3,008 
2.132 

i,357 
919 

54i 

38 


321 

234 
203 
180 
165 

144 

137 
155 
153 
128 

96 
7i 
84 
65 
48 
42 
25 
24 
10 

13 

2 


350 
285 
218 
196 
179 
165 
157 
153 
146 

134 
109 
90 
76 
62 
54 
43 
33 
24 
17 


363,379 


2,300 


2,5i3-9 
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coincides  with  that  of  the  Medico-Actuarial  Experience,  while  at 
the  last  meeting  of  the  Actuarial  Society,  Mr.  Cammack  read  a 
paper  on  the  mortality  of  the  Aetna  Life  for  issues  subsequent  to 
1884  which  was  87  per  cent  of  the  Medico-Actuarial  Table.  I 
understand  from  good  authority  that  the  experience  of  the  North- 
western Mutual  is  only  about  80  per  cent  of  the  Medico-Actuarial 
Table,  indicating  the  very  rigid  and  careful  selection  of  that  com- 
pany. By  way  of  comparison,  I  have  prepared  the  ratio  of  the 
actual  to  the  expected  for  the  various  age  groups  of  the  State  Life 
experience  as  well  as  for  the  experience  grouped  according  to 
policy  years. 

It  will  be  observed  that  the  State  Life's  experience  was  91  per 
cent  of  the  expected  by  the  Medico-Actuarial  Select  Table.  The 
mortality  results  for  the  various  age  groups  are  in  very  consistent 
agreement  except  for  age  group  57  to  59,  where  with  64. 5  expected 
deaths,  the  mortality  was  only  59  per  cent  of  the  expected.  The 
mortality  for  age  groups  60  and  over  was  somewhat  in  excess  of 
the  normal,  but  this  may  have  been  due  to  paucity  of  the  data. 
The  mortality  according  to  policy  years  runs  with  fair  consistency, 
but  there  is  more  fluctuation  than  according  to  age  groups, 
probably  because  the  total  exposures  have  been  divided  into 
smaller  groups.  In  connection  with  this  work  I  found  a  typo- 
graphical error  in  the  synopsis  at  the  bottom  of  p.  32,  where 
the  ''Exposed  to  Risk"  for  years  1  to  21  should  be  2,057  instead 

of  3,o57- 

The  second  part  of  Mr.  Beckett's  paper  relates  to  the  mortality 
experience  from  190S  to  191 5,  inclusive,  upon  the  issues  of  1S94  to 
1915,  inclusive.  This  experience  is  based  upon  amounts  insured 
and  is  manifestly  a  calendar-year  experience.  The  expected  mor- 
tality is  based  upon  the  net  amount  at  risk  and  this  has  been  com- 
pared with  the  net  actual  loss  after  deducting  the  reserves  released 
from  the  sums  insured.  It  is  a  summation  of  the  data  secured  in 
connection  with  the  preparation  for  the  gain  and  loss  exhibit  from 
year  to  year. 

Graph  "B"  on  p.  25  is  evidently  based  upon  this  compilation 
and  shows  in  an  interesting  manner  the  mortality  by  calendar  years 
from  date  of  issue  for  the  entire  experience  as  well  as  for  the  year 
1 91 5  separately.  As  Mr.  Beckett  points  out,  this  curve  affords  the 
means  of  readily  detecting  any  adverse  deviation  occurring  in  any 
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particular  calendar  year  as  compared  with  the  general  experience 
of  the  company. 

On  p.  24  Mr.  Beckett  refers  to  Tables  II  and  VI;  the  former 
evidently  refers  to  the  table  at  the  bottom  of  p.  34  and  the  latter 
to  the  table  at  the  top  of  p.  34,  although  they  are  not  so  headed. 
He  does  not  advise  us  as  to  whether  the  expected  mortality  was 
computed  wholly  upon  the  American  Experience  Table,  or  partly 
upon  the  Actuaries'  Table  and  partly  upon  the  American  Experi- 
ence Table.  I  therefore  wish  to  take  this  opportunity  to  suggest, 
as  I  did  in  connection  with  a  previous  paper  appearing  in  the 
Record,  that  all  tables  should  have  complete  headings,  in  order 
that  their  nature  may  be  fully  disclosed  without  the  necessity 
of  reviewing  the  body  of  the  paper  each  time  reference  is  made 
to  the  paper,  as  must  necessarily  be  the  case  if  the  headings  of 
tables  are  incomplete. 

In  the  summary  of  the  experience  classified  by  kind  of  policy, 
we  find  that  the  mortality  on  Continuous  Premium  Life  was  65.3 
per  cent  of  the  expected;  on  Limited  Payment  Life,  52.7  per  cent; 
and  on  Endowments,  65 . 1  per  cent.  We  would  naturally  expect  a 
lower  ratio  in  connection  with  the  Endowments  than  on  the  other 
plans,  and  it  would  be  interesting  to  have  an  expression  from  Mr. 
Beckett  as  to  whether  the  relatively  high  mortality  on  Endowments 
was  due  to  the  inclusion  under  that  plan  of  risks  which  had  origi- 
nally applied  for  Term  or  Life  policies  and  which  were  modified  as 
to  plan  owing  to  some  imperfection  in  the  risk.  I  had  the  privilege 
quite  recently  of  reviewing  the  mortality  experience  of  a  company 
now  having  from  one  hundred  and  fifty  to  two  hundred  millions 
of  business  in  force,  which  has  been  accustomed  extensively  to 
modify  risks  in  this  manner,  and  the  mortality  of  that  company  on 
Endowments  was  fully  30  per  cent  higher  than  the  general 
mortality  of  the  company. 

The  table  at  the  bottom  of  p.  34  is  especially  interesting  in  that 
it  gives  us  for  the  first  time  the  published  experience  upon  any 
considerable  volume  of  Double  Indemnity  insurance,  for  the  mean 
exposed  to  risk  is  over  $130,000,000  and  the  amount  of  claims 
incurred  $119,000.87.  The  average  annual  cost  for  this  feature 
was,  therefore,  91  cents  per  thousand  as  compared  with  62  cents 
per  thousand  annual  cost  on  account  of  accidental  deaths  deduced 
from  table  "H,"  Vol.  II,  of  the  Medico-Actuarial  Table.    This 
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increased  cost  for  the  Double  Indemnity  I  would  attribute  to  three 
causes  concerning  which  we  should  appreciate  an  expression  from 
Mr.  Beckett.  In  the  first  place  I  understand  that  the  State  Life 
charges  the  same  rate  for  Double  Indemnity  for  all  acceptable 
occupations,  including  farmers ;  the  proportion  of  farmers  embraced 
in  the  State  Life's  investigation  would  be  greater,  doubtless,  than 
the  proportion  in  the  Medico-Actuarial  Investigation;  besides 
there  was  possibly  a  selection  against  the  company  through  appli- 
cants in  the  more  hazardous  occupations  applying  for  Double 
Indemnity.  Furthermore,  when  Double  Indemnity  is  granted, 
more  causes  would  be  assigned  to  accident  than  if  life  insurance 
only  were  involved.  We  should  appreciate  it  if  Mr.  Beckett 
would  give  us  a  description  of  the  method  by  which  the  expected 
mortality  under  the  Double  Indemnity  feature  was  computed  as 
well  as  the  expected  claims  under  Total  Disability. 

The  third  portion  of  Mr.  Beckett's  paper  relates  to  the  studv 
of  death  losses  according  to  cause.  While  some  valuable  informa- 
tion may  be  deduced  from  a  study  of  death  losses  from  this  stand- 
point, particularly  in  the  very  earliest  policy  years,  still  I  am 
inclined  to  think  that  too  much  importance  may  be  attached  to 
this  and  that  a  study  of  isolated  death  claims  is  very  likely  to  dis- 
tort one's  idea  as  to  the  trend  or  nature  of  the  mortality  that  is 
being  actually  experienced.  For  instance,  if  we  meet  with  a  death 
due  to  consumption  where  there  has  been  one  case,  or  more,  of 
consumption  recorded  in  the  family  history,  that  is  quite  likely  to 
prejudice  our  minds  as  to  the  hazard  of  consumptive  family  history. 
Such  a  claim  can  be  shown  in  its  proper  light  only  by  taking  all 
similar  claims  and  comparing  them  with  the  entire  exposure  on 
policies  issued  on  similar  lives  if  the  experience  has  been  sufficient. 
A  study  of  death  claims  according  to  cause  is  particularly  danger- 
ous in  connection  with  a  limited  experience.  In  this  connection  it 
would  be  interesting  to  quote  the  dictum  of  Dr.  Rogers  of  the  New 
York  Life  in  reference  to  a  study  of  death  claims.  While  actuaries 
have  long  held  a  similar  view,  this  expression  from  Dr.  Roger- 
marked  an  epochal  change  in  the  viewpoint  of  medical  director-. 
In  his  paper  on  ''Medical  Selection,"  delivered  before  the  Medical 
Directors  Association  in  1906,  Dr.  Rogers  writes  as  follows: 

As  to  the  influence  upon  Medical  Selection  of  the  study  of  Death  1 
alone,  I  should  like  to  say  in  passing  that  to  my  mind  no  practice  is  more 
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hazardous.  It  is  no  doubt  true  that  a  great  deal  may  be  learned  with  regard 
to  moral  hazard,  speculation,  and  the  like  by  a  review  of  Death  Losses  bearing 
on  that  subject;  but  statistics  based  on  Death  Losses  are  worse  than  useless, 
because  with  regard  to  any  group  of  deaths,  we  may  not  know  the  number  of 
cases  contained  in  the  group  in  which  the  losses  occur.  We  therefore  cannot 
determine  the  mortality  rate  sustained  in  that  group.  The  most  probable 
effect  is  to  prejudice  our  minds  with  impressions  which  may  not  have  any 
foundations  in  fact.  I  am  very  glad  to  believe  that  the  practice  is  falling 
into  neglect,  to  give  place  to  studies  of  the  kind  we  have  now  under  con- 
sideration. 

We  would  be  much  interested  in  having  Mr.  Beckett  give  an 
illustration  of  the  practical  application  of  which  they  make  use  in 
his  company  of  the  study  of  death  claims  according  to  cause. 

With  reference  to  cancer  Mr.  Beckett  calls  attention  to  the  fact 
that  deaths  from  cancer  represent  4 . 5  per  cent  of  the  total,  whereas 
the  Medico-Actuarial  Investigation  shows  a  percentage  of  7 . 2  per 
cent,  and  that  the  experience  of  the  State  Life  with  reference  to 
cancer  shows  a  tendency  toward  increasing.  Both  of  these  features 
are  what  one  would  naturally  expect,  because  the  attained  ages 
involved  in  the  State  Life  business  are  very  much  less  than  the 
average  age  in  the  Medico-Actuarial  Investigation  for  the  reason 
that  the  State  Life  business  is  very  much  newer,  and,  therefore, 
we  really  would  expect  a  very  much  lower  percentage  from  cancer 
because  cancer  is  a  degenerative  disease  which  is  very  much  more 
prevalent  at  advanced  ages.  We  would  also  expect  the  State  Life's 
percentage  of  deaths  from  cancer  to  show  a  tendency  toward 
increasing  because  the  average  age  of  the  insured  risks  in  the  State 
Life  is  increasing.  Mr.  Beckett  calls  attention  to  the  fact  that 
their  percentage  of  deaths  from  cancer  from  1900  to  1914  was 
2 . 1  per  cent;  1905  to  1909,  4.7  per  cent,  and  during  the  last  five 
years,  5 .  2  per  cent.  This  is  probably  due  to  two  particular  causes : 
a  general  increase  in  the  duration  since  examination  as  well  as 
increasing  age  of  the  risks  involved.  When  comparison  is  made 
according  to  age  groups,  it  is  seen  that  the  relative  percentages  of 
the  State  Life  and  the  Medico-Actuarial  Investigation  more  nearly 
coincide,  indicating  that  percentage,  after  all,  is  for  the  most  part 
a  question  of  age  distribution.  It  is  hard  to  conceive  how  a  prac- 
tical application  may  be  made  of  the  study  of  deaths  from  cancer, 
for  instance,  for  future  guidance  in  connection  with  medical 
selection. 
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Mr.  Graham:  This  paper  serves  the  useful  purpose  of  show- 
ing how  a  company's  mortality  experience  can  and  should  be 
analyzed  year  by  year,  each  year's  experience  being  built  on  that 
of  the  previous  year's,  so  that  no  matter  how  scant  the  available 
data  of  one  year  may  be,  as  time  goes  on  the  material  accumulated 
will  assume  definite  forms  and  tendencies  and  permit  reliable  con- 
clusions to  be  drawn. 

By  this  means  a  company  can  in  course  of  time  apply  the  tests 
of  its  experience  to  the  rules  and  procedures  it  uses  in  the  everyday 
conduct  of  its  business.  The  dangers  mentioned  by  Mr.  Beckett 
of  drawing  conclusions  from  insufficient  data  cannot  be  too  strongly 
emphasized,  however,  and  the  younger  companies  would  do  well 
to  be  guided  by  the  published  results  of  investigations  made  from 
adequate  statistics,  even  when  these  results  seem  to  run  counter  to 
their  own  experience  and  opinion;  at  all  events  until  fair  averages 
can  be  produced  from  their  own  experience. 

Policy  and  tally  sheets  have  been  used  in  this  investigation. 
While  policy  sheets  have  been  furnished  to  the  companies  in  con- 
nection with  the  New  Mortality  Investigation,  and  were  also  used 
for  the  Medico-Actuarial  Investigation,  they  are  merely  preliminary 
to  recording  the  data  on  the  perforated  cards  employed  in  con- 
junction with  the  sorting  and  counting  machines.  I  believe  that 
most  companies  will  find  it  more  convenient  to  use  cards  for  their 
mortality  analysis:  they  are  much  more  easily  handled  and  make 
for  greater  accuracy  than  tally  sheets  in  the  work  of  counting  and 
tabulating. 

As  Mr.  Beckett  says,  accurate  knowledge  concerning  a  com- 
pany's mortality  experience  is  essential  in  arriving  at  an  equitable 
method  of  apportioning  surplus  from  mortality  savings. 

An  analysis  of  the  mortality  by  attained  ages  of  the  company 
I  am  connected  with  has  led  us  to  discard  the  use  of  a  constant 
percentage  of  the  tabular  mortality  cost  according  to  the  table  on 
which  premiums  and  reserves  are  computed  as  the  mortality  con- 
tribution in  the  construction  of  the  dividend  scale,  and  we  have 
substituted  a  percentage  decreasing  with  each  year's  advance  in  the 
age  after  attained  age  fifty. 

The  analysis  of  our  mortality  by  attained  ages  is  not  yet  exten- 
sive enough  to  justify  my  quoting  results  in  detail.  However,  the 
upward  trend  of  the  ratio  of  actual  to  expected  mortality  with  the 
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advance  in  the  attained  age  is  quite  marked,  even  if  the  analysis  be 
confined  to  business  in  which  the  effects  of  selection  can  reasonably 
be  expected  to  be  no  longer  in  evidence.  I  believe  that  a  similar 
investigation  by  other  companies  will  show  like  results.  If  that  be 
so,  then  the  use  at  all  ages  of  a  constant  percentage  of  the  tabular 
mortality  costs  as  one  of  the  parts  of  the  annual  dividend  gives  an 
advantage  to  the  policy  holders  past  middle  age  unless  considera- 
tion has  been  given  to  this  condition  in  the  loading  for  the 
premiums  or  in  one  of  the  other  factors  used  in  constructing  the 
dividend  scale.  In  constructing  non-participating  premium  rates 
from  the  American  Experience  Tables  a  higher  loading  would  be 
justified  at  the  older  ages  than  is  necessary  at  the  younger  ages. 

The  Institute  is  indebted  to  Mr.  Beckett  for  giving  it  the 
benefit  of  his  experience  in  investigating  the  mortality  of  his 
company. 

Mr.  Portch:  In  reviewing  Mr.  Beckett's  paper,  the  principal 
criticism  that  comes  to  my  mind  is  one  of  regret  that  he  did  not 
include  in  the  published  paper  all  the  tables  and  charts  he  had  pre- 
pared. I  can  readily  understand  that  he  did  not  wish  to  over- 
burden the  pages  of  the  Record,  yet  from  the  reader's  point  of  view 
I  feel  that  we  have  lost  a  considerable  amount  of  very  interesting 
information.  I  hope  that  Mr.  Beckett  will  some  day  publish  for 
his  company  a  volume  containing  the  complete  statistics. 

A  remarkable  feature  of  this  experience  by  policies  is  its  close- 
ness to  the  Medico-Actuarial  experience,  the  first  seven  policy 
years  being  almost  exactly  parallel,  though  lower.  This  is  specially 
interesting  because  it  tends  to  dispel  the  idea  that  some  of  us  have 
had,  that  the  Medico-Actuarial  experience  was  possibly  distorted 
from  the  normal  in  its  early  policy  years  by  reason  of  the  volumes 
of  "flier"  or  one-year  insurance  written  by  the  larger  companies 
prior  to  1905.  It  is  also  worth  noting  that  at  the  older  ages  of 
entry,  from  54  up,  if  we  omit  the  group  57-59  where  an  abnormally 
favorable  deviation  seems  to  have  occurred,  the  State  Life  experi- 
ence is  practically  100  per  cent  of  the  Medico-Actuarial.  This  is 
an  interesting  confirmation  of  the  relatively  high  mortality  shown 
by  the  Medico-Actuarial  at  older  ages. 

It  may  be  interesting  to  offer  a  brief  comparison  between  a 
few  points  in  the  mortality  experience  of  The  Franklin  Life  Insur- 
ance Company,  with  which  I  am  connected,  and  the  State  Life 


1916]  Mortality  Investigation  147 

experience  as  compiled  by  Mr.  Beckett,  acknowledging,  of  course, 

that  the  two  groups  of  business  lack  complete  homogeneity. 

Turning  to  the  first  table  on  p.  34,  we  find  that  the  State  Life- 
mortality  in  the  first  policy  year  has  been  37.6  per  cent  of  the 
expected  mortality  based  upon  the  tables  used  in  the  valuation  of 
the  business.  It  is  an  almost  uncanny  coincidence  that  the  first 
policy  year  mortality  of  the  Franklin  for  the  years  1901  to  1915, 
inclusive,  has  been  38.0  per  cent  of  the  expected  or  only  0.4  of  1 
per  cent  in  excess  of  Mr.  Beckett's  figure.  It  would  be  interesting 
to  know  the  trend  of  first  year  mortality  in  the  State  Life.  In  the 
Franklin  the  general  trend  has  been  toward  a  more  favorable  experi- 
ence, the  figures  being  38.0  per  cent  for  years  1901  to  1915,  inclu- 
sive, and  29.6  per  cent  for  191 1  to  1915,  inclusive — the  average  of 
the  last  five  years  being  8 . 4  per  cent  better  than  the  average  of  the 
last  fifteen  years. 

If  we  take  the  same  table  on  p.  34  and  exclude  the  first  five 
policy  years,  we  find  that  the  State  Life  mortality  experience  on 
business  more  than  rive  years  in  force  has  been  67.3  per  cent  of 
the  expected.  The  corresponding  experience  of  the  Franklin  has 
been  74 . 7  per  cent,  that  is,  7.4  per  cent  higher  than  the  State  Life. 
The  Franklin  figure  is  for  years  of  exposure  1908  to  1915,  as  in  the 
State  Life,  but  on  issues  of  1884  to  1915  instead  of  1894  to  1915, 
the  longest  duration  being  ten  years  greater  than  in  the  State  Life 
experience. 

Xow  taking  Mr.  Beckett's  second  table  on  p.  34  we  find  the 
State  Life  experience  on  its  whole  business  exposed  from  1908  to 
1915  was  64.2  per  cent  of  the  expected.  The  corresponding 
Franklin  Life  figure  is  63 .  97  per  cent — a  remarkably  close  figure, 
the  difference  being  only  0.2  of  1  per  cent.  It  should  be  noted, 
however,  that  while  the  Franklin  experience  covers  issues  of  ten 
years'  longer  duration  than  the  State  Life  experience,  on  the  other 
hand  the  State  Life  includes  its  experience  on  Double  Indemnity, 
where  the  percentage  of  actual  to  expected  has  been  higher  than 
the  average  percentage  on  all  business. 

Mr.  Beckett  also  gives  us,  in  the  same  table,  the  interesting 
information  that  the  mortality  experience  of  his  company  under 
extended  insurances  has  been  69.  7  per  cent  of  the  expected.  The 
Franklin  has  had  the  remarkably  favorable  experience  of  39. 51 
per  cent  from  1898  to  1915  on  the  same  class  of  business,  but  the 
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trend  in  recent  years  has  been  toward  a  somewhat  less  favorable 
ratio. 

We  have  in  the  second  table  on  p.  34  two  interesting  items  in 
the  experience  under  "Double  Indemnity"  and  "Total  Disability" 
provisions  contained  in  the  policies  of  the  State  Life.  The  actual 
and  expected  mortality  is  given  in  each  case  and  as  far  as  Double 
Indemnity  is  concerned  it  is  probably  the  most  extensive  experience 
of  any  company  in  this  country.  Possibly  Mr.  Beckett  will  add 
to  the  interest  of  these  items  by  telling  us  what  basis  was  used  for 
the  computation  of  expected  mortality  under  these  two  provisions 
and  also  just  what  is  covered  by  the  item  of  $4,170. 94  in  the  column 
headed  "Death  Claims"  referring  to  Total  Disability  provision. 
One  or  two  other  companies  represented  in  the  Institute  have  had 
considerable  experience  with  Double  Indemnity  provisions,  and  a 
statement  of  the  same  would  be  a  valuable  basis  for  comparison 
with  Mr.  Beckett's  figures. 

The  mortality  experience  of  any  company  is,  of  course,  most 
valuable  to  the  company  itself  but  the  statistics  presented  by  Mr. 
Beckett  will  be  of  great  value  to  the  other  companies  represented 
in  the  Institute  for  comparison  with  their  own  records.  We  hope 
that  this  paper  may  lead  other  members  to  give  us  the  benefit  of 
the  mortality  experience  of  their  companies. 

Mr.  Beckett:  I  am  certainly  very  much  obliged  to  the  mem- 
bers who  have  presented  discussions  of  this  paper  and  am  gratified 
with  the  interest  they  have  shown. 

This  paper  was  presented  before  the  Institute  because  of -the 
repeated  requests  of  a  number  of  members  who  had  visited  in  our 
office  within  the  past  two  years  and  had  seen  what  we  were  doing. 
I  hesitated  to  submit  the  results  of  our  experience  for  the  reasons, 
first,  that  in  a  number  of  classes  there  was  an  insufficiency  of  data 
from  which  to  draw  reliable  conclusions  and  I  was  fearful  of  print- 
ing tables  from  which  erroneous  conclusions  might  be  drawn; 
second,  since  the  experience  was  particularly  favorable  and  resulted 
in  a  rather  remarkable  uniformity,  even  among  small  classes,  I 
frankly  confess  that  I  hesitated  to  publish  it  on  account  of  the 
possible  criticism  of  desiring  to  advertise  our  experience,  and  this 
is  the  very  reason  that  the  tables  to  which  Mr.  Portch  refers  were 
not  included.  In  my  paper  I  endeavored  to  explain  clearly  the 
method  used  in  investigating  mortality,  placing  the  emphasis  upon 
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the  method  and  the  importance  of  Mich  investigations  rather  than 
the  particular  result  of  the  State  Life  Insurance  Company.  As 
stated  in  the  paper,  the  tables  were  added  for  the  reason  that  it 
was  difficult  adequately  to  describe  the  methods  without  giving 
the  results.  I  shall  now  take  up  the  questions  asked  in  the  dis- 
cussions. 

It  is  undoubtedly  desirable  to  make  up  policy  sheets  before- 
attempting  to  transfer  the  data  to  Hollerith  cards.  Our  policy 
sheets  were  made  up  so  that  we  should  be  prepared  to  furnish  data 
for  the  new  mortality  investigation  and  with  the  expectation  of  pre- 
paring cards  at  a  later  date  for  more  detailed  investigation. 

While  we  have  not  as  yet  had  an  opportunity  to  investigate 
further  the  mortality  on  endowment  plans,  I  have  no  doubt  that 
a  somewhat  higher  mortality  was  caused  by  the  former  practice 
of  the  company  of  issuing  endowment  policies  without  extended 
insurance  options  to  applicants  having  minor  imperfections. 

The  assumed  expected  mortality  for  double  indemnity  was 
taken  at  Si  03  per  thousand.  The  percentage  of  87.7  shown  in 
Summary  of  Mortality  Classified  by  Kind  of  Policy  was  arrived 
at  on  this  assumption. 

The  cost  for  total  and  permanent  disability  benefits  shown  in 
the  same  table  was  based  upon  Hunter's  Tables,  and  the  amount 
experienced  includes  premiums  waived  and  commuted  value  of 
instalment  claims  under  total  disability. 

I  quite  agree  with  Mr.  Mead  that  a  study  of  death  claims 
according  to  cause  is  dangerous  in  connection  with  a  limited  expe- 
rience. However,  this  depends  entirely  upon  what  conclusions  are 
drawn  therefrom.  We  find  these  tables  very  valuable  in  investi- 
gating losses  which  manifestly  should  not  have  occurred. 

It  is  gratifying  to  note  that  the  hope  is  expressed  that  other 
members  of  the  Institute  will  give  us  the  benefit  of  the  mortality 
experience  of  their  companies  and  I  am  sure  they  will  be  awaited 
with  interest.  I  wish  to  state  in  conclusion  that  our  company 
would  be  pleased  at  all  times  to  give  others  the  benefit  of  our 
experience  as  shown  in  the  more  extended  tables  which  were 
omitted  from  the  original  paper. 
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INFORMAL  DISCUSSION 
COMPULSORY  WORKINGMEN'S  HEALTH  INSURANCE 

Mr.  Portch:  In  placing  this  subject  before  the  Institute  foi 
discussion  it  is  perhaps  advisable  that  I  should  state  briefly  the 
circumstances  that  make  it  specially  timely  and  important.  Most 
of  us  are  familiar,  at  least  in  a  theoretical  way,  with  the  national 
health  insurance  scheme  of  England  and  the  compulsory  health 
insurance  systems  of  Germany,  Austria,  and  other  European  coun- 
tries ;  but  many  of  us  will  be  surprised  to  learn  that  a  movement 
for  similar  legislation  is  well  developed  in  this  country  and  is  being 
promoted  by  a  strong  and  capable  organization.  This  organiza- 
tion, known  as  the  American  Association  for  Labor  Legislation, 
numbers  among  its  members  men  and  women  favorably  known  in 
business,  philanthropic,  and  scientific  circles.  Its  official  publica- 
tion quotes  indorsements  from  many  representatives  of  capital  as 
well  as  of  labor.  In  short,  we  cannot  consider  the  movement  as 
other  than  a  serious  one,  promoted  by  earnest  and  practical  people. 
It  would  be  folly  to  disregard  it. 

Possibly  the  best  brief  statement  of  the  work  already  done  on 
this  subject  and  the  important  purposes  of  this  organization  is  con- 
tained in  their  following  official  statement: 

In  December,  19 12,  the  American  Association  for  Labor  Legislation  created 
the  Social  Insurance  Committee,  which  is  pointing  the  way  toward  definite 
and  practical  preparedness  against  industrial  sickness.  Its  aim  has  been  to 
study  conditions  impartially,  to  investigate  the  operation  of  existing  systems 
of  insurance,  to  prepare  carefully  for  needed  legislation  and  to  stimulate  intelli- 
gent discussion.  In  the  spring  of  1913  it  organized  the  first  American  con- 
ference on  social  insurance.  In  July,  19 14,  after  much  discussion  and  revision 
of  proposals,  it  formulated  a  tentative  statement  of  the  essential  standards 
which  it  proposed  to  follow.  Criticism  received  from  physicians,  employes  and 
employers  during  the  three  and  one-half  years  of  the  committee's  work  was 
of  the  greatest  assistance  in  drawing  the  tentative  draft  of  an  act  for  insurance 
against  sickness,  which  was  first  published  in  November,  1915,  and  with  some 
elaborations  has  already  been  introduced  in  Massachusetts,  New  Jersey,  and 
New  York.  Meanwhile  investigating  commissions  in  California  and  Massa- 
chusetts have  been  created  to  report  in  January,  191 7.  when  bills  for  compul- 
sory health  insurance  will  doubtless  be  before  the  legislatures  of  the  principal 
industrial  states. 
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I  will  also  briefly  summarize  the  provisions  of  the  proposed  act 
as  introduced  in  the  four  states  mentioned,  simply  for  the  purpose 
of  making  this  discussion  as  definite  as  possible.  This  is  the  act 
that  the  Association  proposes  to  introduce  in  the  near  future  into 
the  legislatures  of  the  "principal  industrial  states." 

The  scope  of  this  compulsory  insurance:  It  is  to  cover  all 
manual  employees  and  all  other  employees  receiving  less  than 
$1,200  a  year. 

The  disabilities  covered  by  this  insurance:  All  sickness,  acci- 
dents, and  death,  not  covered  by  workmen's  compensation. 

The  proposal  is  to  pay  the  insured  who  is  sick  66f  per  cent  of 
his  wages  for  sickness  after  three  days  and  for  a  maximum  of 
twenty-six  weeks  in  any  consecutive  twelve  months.  Further,  to 
provide  medical,  surgical,  and  nursing  assistance  and  treatment  for 
the  same  period.  Also  to  provide  medicines  and  therapeutic  appli- 
ances costing  not  more  than  $50  in  any  one  year.  It  provides 
hospital  care  for  the  sick  insured;  and  also  medical  and  surgical 
treatment  and  medicines  for  sick  dependents  of  the  insured.  In 
addition  to  this  the  act  proposes  to  provide  for  insured  women  a 
specific  maternity  benefit,  together  with  necessary  medical  and 
surgical  treatment,  and  also  to  provide  for  the  wives  of  insured 
men  medical  and  surgical  treatment  in  maternity  cases.  A  funeral 
benefit  not  exceeding  S50  is  also  provided. 

Certain  arrangements  are  provided  in  this  bill  for  selection  of 
physicians.  I  think  all  that  is  necessary  for  me  to  say  with 
regard  to  this  point  is  that  those  who  drafted  this  bill  appear 
to  have  allowed  a  choice  from  practically  all  the  methods  of 
selecting  physicians  that  are  provided  in  the  various  Euro- 
pean bills. 

The  contributions  are  expected  to  be  made  40  per  cent  by  the 
employer,  40  per  cent  by  the  employee,  and  20  per  cent  by  the  state. 
The  employer's  share  is  increased  to  some  extent  in  the  case  of  very 
low-paid  workers. 

It  is  proposed  that  this  insurance  shall  be  carried  primarily  by 
district,  local,  or  trade  funds.  In  other  words,  by  local,  mutual 
organizations.  They,  however,  propose  to  permit  other  mutual 
societies  not  organized  for  profit,  which  may  include  labor  unions, 
establishment  funds,  and  fraternal  societies,  but  this  bill  proper  ■- 
absolutely  to  exclude  stock  companies. 
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The  control  or  management  of  the  insurance  organization  is  to 
be  in  the  hands  of  the  employers  and  employees  equally,  with  a 
special  insurance  commission  created  by  each  state,  this  latter 
commission  to  furnish  the  desired  government  supervision. 

This  gives  you  in  very  brief  form  the  actual,  the  concrete,  legis- 
lation which  has  been  introduced  in  the  four  states  named,  and 
which  it  is  proposed  to  introduce  in  the  "principal  industrial 
states"  probably  during  the  coming  year.  From  this  I  think  it 
will  be  evident  that  we  have  here  a  subject  of  very  great  importance 
that  every  member  of  the  Institute  should  become  familiar  with. 
As  actuaries  we  will  be  principally  interested  in  the  computations 
of  estimates  of  cost,  but  we  cannot  afford  to  ignore  the  far- 
reaching  economic  effects  of  such  legislation  if  it  is  completed. 
I  believe  that  it  is  a  subject  that  demands  our  immediate  attention 
and  consideration. 

Mr.  Draper:  It  is  authentically  reported  that  at  the  next 
session  of  the  legislatures  of  some  twenty  or  more  states  bills  will 
be  introduced  providing  for  health  insurance  of  all  manual  workers 
and  all  others  receiving  wages  or  salary  of  less  than  $100  per 
month. 

A  bill  of  this  character  was  introduced  in  the  New  York 
Assembly  in  the  early  part  of  the  present  year,  but  failed  of  pas- 
sage. It  is  expected  that  the  proposed  bills  will  follow  very  closely 
the  plan  and  phraseology  of  the  New  York  Senate  Bill,  No.  236, 
and  it  is  upon  this  assumption  that  the  following  criticisms,  general 
and  specific,  are  presented. 

First,  is  it  desirable  to  extend  state  control  and  operation  to 
additional  forms  of  enterprise,  until  it  has  been  fully  and  satisfac- 
torily demonstrated  that  those  now  in  being  are  efficient,  and 
economically  superior  to  the  service  rendered  by  private  manage- 
ment, or  that  they  can  be  made  so  ?  One  state,  Ohio,  already  has 
in  its  Industrial  Commission  for  Workmen's  Compensation  an 
organization  which  needs  a  thorough  investigation  to  determine  its 
social  economy  and  efficiency  before  additional  burdens  are  blindly 
placed  upon  industry  and  additional  taxation  permitted.  The 
state  insurance  funds  of  Wisconsin  are  admitted  failures. 

Broad  and  flattering  claims  are  continually  emanating  from 
officials  and  employees  connected  with  the  Ohio  Industrial  Com- 
mission, but  what  are  the  facts  ?     With  all  expenses  borne  by  the 
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state,  and  only  net  compensation  expense  charged  to  claims,  a 
comparison  with  private  enterprise,  which  must  necessarily  include 
all  expenses  of  inspections  preliminary  to  making  up  the  schedule 
of  rates,  should  unquestionably  show  a  lower  scale  of  charges. 
But  we  have  no  complete  and  available  data  to  substantiate  even 
this  claim,  as  no  audits  are  made  by  the  state  auditor  or  other 
independent  department  of  the  state.  New  York  has  found  it 
desirable  to  do  this — why  not  Ohio  ?  If  the  facts  are  so  clearly 
in  favor  of  state  control  and  operation,  as  is  so  loudly  claimed  but 
as  yet  not  clearly  demonstrated,  the  evidence  should  be  unques- 
tioned. Claims  for  lower  comparative  rates  should  not  be  ad- 
vanced in  one  part  of  a  report  and  elsewhere  a  large  deficit  reported 
on  the  same  class  of  risks.  Such  methods  of  handling  statistics 
savor  too  much  of  political  juggling,  and  certainly  are  not  in  accord 
with  the  ethics  of  actuarial  science. 

What  would  a  comparison  show  if  the  expenses,  as  well  as 
claims  costs  of  compensation,  were  included  in  the  rates  ?  It  is  a 
pretty  safe  statement  that,  on  a  similar  basis,  state-operated  rates 
would  be  materially  higher  than  those  of  private  enterprise.  A 
shifting  of  the  expenses  from  industry  to  general  taxation  is  in  no 
sense  a  matter  of  economy  or  efficiency,  but  generally  quite  the 
reverse.  Let  us,  then,  know  more  fully  the  real  results  of  state 
operation  of  what  already  exists  before  further  experiments  are 
attempted. 

Yet  the  health  insurance  program  proposes  to  add  another 
elaborate  and  expensive  army  of  officials  to  the  state  pay-roll;  to 
wipe  out  of  existence  a  well-organized  and  operated  line  of  private 
enterprises  because  a  group  of  socialists  and  allied  social  reformers 
have  appointed  themselves  our  social  guides.  After  health  insur- 
ance is  established,  the  program  is  to  introduce  invalidity  insurance, 
old-age  pensions,  unemployment  insurance,  etc.  The  social  com- 
monwealth would  be  the  eventual  outcome. 

As  to  the  bill  itself,  it  is  very  poorly  drafted,  covering  by  general 
provisions  many  matters  which  should  be  specifically  defined  and 
omitting  entirely  many  others  which  should  be  included  if  abuses 
and  conflict  of  plans  are  to  be  prevented.  It  is  a  poor  way  of 
developing  such  an  important  social  institution  as  this  would  be, 
to  start  off  with  immature  plans  and  regulations.  In  addition, 
there  is  no  excuse  for  such  a  lack  of  completeness  as  is  manifest  in 
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the  New  York  bill.  The  laws  and  regulations  which  have  been  devel- 
oped through  long  evolution  of  such  insurance  in  foreign  countries 
are  readily  available.  It  is  a  wrong  upon  the  legislature,  with  its 
limited  time  and  many  important  measures  confronting  it,  to 
require  it  to  consider  and  redraft  bills  so  defective. 

In  foreign  countries,  for  example,  it  has  been  found  quite 
necessary  to  provide  penal  provisions  to  keep  in  check  attempts 
to  benefit  by  false  claims,  and  the  insured,  physicians,  and  others 
making,  aiding,  and  presenting  such  claims  may  be  fined  and 
imprisoned.  Not  a  word  of  such  punishment  is  found  in  the  New 
York  bill.  The  compliment  is  appreciated,  but  a  reference  to  the 
experience  of  life,  accident,  and  even  fraternal  insurance  companies 
and  societies  of  this  country  will  show  that  it  is  not  deserved  and 
that  the  absence  of  such  provisions  would  be  very  expensive  trust- 
fulness. 

Again,  no  provision  requiring  actuarial  adjustment  of  group 
or  vocation  costs  are  to  be  found.  These  matters,  so  vital  to  an 
accurate  calculation  of  rates,  are  to  be  developed  in  some  manner 
not  yet  formulated.  The  various  bankrupt  pension  plans  all  over 
this  country  are  a  good  illustration  of  results  that  follow  inadequate 
knowledge  and  preparation. 

The  cost  of  providing  the  benefits  is  to  be  apportioned,  two- 
fifths  to  the  employee,  two-fifths  to  the  employer,  and  one-fifth  to 
the  state.  A  maximum  contribution  of  3  per  cent  of  the  total 
wages  paid  is  provided,  which  in  exceptional  cases  may  be  increased 
to  5  per  cent  by  the  commission.  It  is  quite  probable  that  this 
additional  burden  would  wipe  out  the  profits,  and  in  some  instances 
the  business  itself,  of  some  industries.  But  this  shouldn't  be 
allowed  to  interfere  with  the  work  of  our  social  reformers. 

No  provision  regulates  the  length  of  residence  in  a  state,  or 
term  of  employment  in  a  state,  before  benefits  are  payable;  hence, 
the  workman  of  another  state  in  impaired  health,  who  could  tem- 
porarily get  fixed  up  sufficiently  to  pass  an  inspection,  would  find 
a  job  attractive  in  any  state  having  such  insurance,  and  might  even 
be  assisted  by  the  health  officer  of  another  state  to  move.  Such 
things  have  happened,  and  municipal  authorities  of  small  towns  are 
not  partial  to  sickness  relief  when  they  can  shift  it  elsewhere. 

Disease  resulting  from  immoral  habits  are  not  exempted,  and 
would  be  an  expensive  and  prolific  reward  for  those  pursuing  an 
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immoral  life.  In  most  foreign  countries,  with  their  comprehensive 
and  strict  registration  and  regulation  of  male  and  female  residents, 
such  diseases  among  the  manual,  workers  are  much  less  prevalent 
than  in  certain  industries  in  this  country.  The  extent  to  which 
such  diseases  prevail  in  certain  industries  is  alarming. 

Physicians  of  standing  will  have  the  opportunity  of  submitting 
their  names  to  be  listed  as  available  for  attendance  upon  the 
afflicted.  Physicians"  strikes  were  quite  prevalent  in  England  at 
the  time  the  Insurance  Act  of  that  country  (a  much  more  elaborate 
measure)  became  operative,  and  much  dissatisfaction  still  exists, 
due  to  the  effects  upon  the  practices  of  many  physicians  of  high 
standing.  Similar  conditions  are  to  be  expected  wherever  this 
legislation  is  enacted.  Medical  and  hospital  service  will  also  be 
found  much  more  expensive  in  this  country  than  in  England  or 
on  the  Continent. 

Many  other  specific  objections  could  be  given,  but  enough  is 
here  presented  to  show  clearly  the  crudity  and  incompleteness  of 
the  bill  itself,  as  well  as  the  faults  in  the  general  scheme.  One 
additional  phase  of  the  plan  should  be  mentioned  which  relates  to 
the  insured.  With  the  enactment  of  health  insurance  laws  it  would 
at  once  become  advisable  for  the  employer  carefully  to  investigate 
the  physical  condition  and  personal  habits  of  all  employees  subject 
to  benefits,  and  those  found  defective  and  faulty  would  soon  be 
out  of  employment,  with  no  chance  of  getting  work  with  employers 
subject  to  the  act.  The  old  and  faithful  worker,  past  his  usefulness 
for  the  more  strenuous  kinds  of  work,  would  no  longer  be  shifted 
to  an  easier  place  with  somewhat  reduced  wage — he  would  be 
"fired."  The  worker  not  in  robust  health  would  be  unable  to  get 
work,  except  in  times  of  labor  shortage,  and  would  be  out  of  work 
as  soon  as  the  labor  demand  slackened.  The  skilled  worker  with 
impaired  health  would  no  longer  find  his  skill  producing  a  good 
income  from  which  he  could  save  enough  for  maintenance  when 
he  could  no  longer  work ;  his  handicap  of  poor  health  would  prevent 
his  getting  any  work. 

The  conditions  stated  in  the  previous  paragraph  show  how 
state  health  insurance  would  from  necessity  be  followed  by  other 
forms  of  insurance  previously  mentioned,  and  the  insurance  busi- 
ness, as  a  private  enterprise,  would  be  virtually  at  an  end.  The 
time  may  come,  and  cannot  be  prevented  if  in  accord  with  the  true 
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principles  of  social  economy,  when  such  legislation  will  be  wise  and 
desirable,  but  to  rush  it  through  without  full  and  adequate  statu- 
tory provisions,  and  in  the  absence  of  adequate  data  upon  which 
to  estimate  its  probable  cost,  would  be  the  height  of  folly.  Let  us 
"make  haste  slowly,"  with  ample  time  to  study  and  learn  the 
results  of  what  has  already  been  done,  and  to  determine  fully  what 
adjustments  and  safeguards  arf  necessary  with  our  differing  politi- 
cal and  racial  organization,  before  plunging  into  the  deep  and 
uncertain  waters  of  this  legislation. 

Mr.  Portch:  In  reply  to  a  request  as  to  where  you  can 
obtain  information  on  this  subject,  I  know  nothing  better  in 
brief  form  than  the  June,  1916,  number  of  the  American  Labor 
Legislation  Review.  This  number  gives  a  synopsis  of  the  experience 
in  Germany  in  popular  form  and  a  report  of  an  investigation  into 
the  English  system,  also  a  report  on  voluntary  health  insurance  in 
New  York  City,  together  with  a  very  elaborate  brief  or  argument 
for  the  proposed  bill,  which  is  also,  of  course,  given  in  full.  That 
book  is  obtainable  at  the  price  of  one  dollar  from  the  American 
Association  for  Labor  Legislation  at  131  East  Twenty-third  Street, 
New  York,  and  I  feel  that  any  member  of  the  Institute  who  is 
going  to  prepare  himself  on  this  subject  should  probably  make  a 
start  by  going  carefully  over  this  publication.  It  is,  so  far  as  I 
know,  probably  the  best  primer  on  this  subject  that  we  could  have. 

Mr.  Draper:  I  would  say  that  those  who  live  in  the  larger 
cities  can  undoubtedly  find  many  of  the  publications  of  this  bureau 
in  the  public  library  of  their  city.  It  is  my  understanding  that 
they  have  sent  copies  to  the  public  libraries  of  the  larger  cities 
throughout  the  country. 

Mr.  Mead:  If  you  antagonize  legislation  you  will  be  sure  to 
have  adverse  laws  enacted.  For  instance,  in  the  state  of  Michigan, 
in  connection  with  certain  bills,  bills  limiting  the  loading  on  life 
insurance  policies,  preventing  companies  from  issuing  participating 
and  non-participating  policies,  there  was  to  come  up  a  hearing  on 
state  insurance,  and  there  was  present  quite  an  aggregation  of 
agency  men  and  particularly  the  auditor  of  the  Underwriters' 
Association,  and  men  representing  the  different  companies  and  the 
actuaries  of  different  companies,  together  with  other  insurance 
officials.  When  this  matter  came  up  for  a  hearing  the  senate  com- 
mittee on  insurance  asked  these  men  if  they  had  anything  to  say 
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on  the  subject  of  state  insurance.  They  said  they  had  nothing 
whatever  to  say,  and  that  took  the  wind  out  of  the  sails  of  the  com- 
mittee and  they  dropped  the  subject.  I  think  that  illustrates  in  a 
very  practical  manner  the  proper  way  of  handling  legislation  of 
that  sort. 

Mr.  Seitz:  Those  who  believe  that  compulsory  insurance 
should  be  opposed  should  consider  this  question  somewhat  analo- 
gous to  the  suppression  of  vice.  What  is  it  that  causes  vice  to 
flourish  in  the  face  of  all  the  reform  measures  instituted  to  deal 
with  it  ?  It  is  because  vice  is  always  organized  and  on  the  alert 
and  the  opposition  is  not  always  organized.  A  radical  change  in 
our  government  is  proposed.  Why  ?  It  is  because  a  certain  group 
of  radicals  have  organized.  They  collect  funds.  They  submit 
ultra-radical  ideas,  knowing  that  they  must  put  their  principles 
forward  in  a  more  radical  way  than  they  actually  desire  to  have 
them,  for  the  reason  that,  when  they  submit  them,  they  know 
opposition  will  grow  and  cause  an  adjustment.  Do  we  ever  see  a 
body  of  conservative  men  gathering  funds  as  the  radicals  do  for  the 
purpose  of  creating  legislation  in  a  true  spirit  ?  I  don't  know  of 
any  such  organization.  That  is  why  conservatives  are  always  at 
a  disadvantage.  If  we  oppose  only,  it  creates  a  strength  on  the 
other  side. 

It  seems  to  me  that  the  solution  of  the  question  is  for  a  con- 
servative element  to  organize  and  collect  funds  for  the  purpose  of 
directing  any  legislation  that  is  in  accordance  with  our  belief  in  the 
constitution  and  with  the  tradition  that  Americans  desire  to  be 
untrammeled  and  conserved  in  their  various  employments. 

Mr.  Buttolph:  Mr.  President,  I  haven't  studied  this  ques- 
tion. I  hadn't  expected  to  have  anything  to  say  with  regard  to  it, 
but  even  at  the  risk  of  putting  myself  in  the  class  of  the  man  that 
one  of  the' speakers  said  it  was  useless  to  listen  to,  I  wish  to  say  a 
very  few  words.  I  want  to  say  that  I  am  not  a  socialist.  In  fact, 
even  today  I  am  willing  to  admit  that  I  am  a  Republican. 
[Laughter  and  applause.] 

This  band-wagon  plea  never  did  appeal  to  me  very  strongly. 
I  think  that  often  what  turn  out  to  be  band  wagons  in  the  end,  are 
not  band  wagons  in  the  beginning.  They  merely  have  a  sign  on 
them  saying  that  they  are.  It  is  the  timid  folk  that  read  that  sign 
and  climb  aboard  that  make  them  band  wagons.     Now,  I  am  a 
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firm  believer  in  making  every  man  responsible  for  conditions  which 
exist  through  his  fault.  I  am  not  a  believer  in  too  rigid  an  applica- 
tion of  the  theory  that  each  one  of  us  is  his  brother's  keeper.  I 
don't  believe  that,  because  I  happen  to  have  a  brother  who  is  two 
inches  taller  than  I  am  and  weighs  twenty  pounds  more,  and 
always  was  a  better  boxer  and  wrestler  than  I,  he  has  the  right 
to  say,  "I  am  your  keeper.  Now,  you  come  along  with  me."  If 
these  people  want  health  insurance  it  should  be  given  them,  and 
the  state  should  see  that  they  get  it  on  fair  terms,  even  if  it  is 
necessary  to  establish  a  state  fund  to  do  it,  which  I  cannot  believe 
is  true;  but  I  do  not  believe  in  compulsion  in  this  matter.  The 
idea  is  too  paternalistic  to  harmonize  with  our  American  institu- 
tions and  ideals.  And  believing  as  I  do,  I  cannot  yet  force  myself 
to  climb  aboard  this  curiously  constructed  vehicle  labeled  "Band 
Wagon"  by  the  American  Association  for  Labor  Legislation. 

Mr.  Portch:  I  think  one  thing  we  can  all  conclude  from  this 
discussion  is  that  it  is  a  subject  that  will  bear  looking  into,  that 
it  is  a  problem  that  none  of  us  ought  to  be  unfamiliar  with  at  the 
present  time,  whether  we  think  we  are  going  into  the  band  wagon 
or  not.  It  is  a  problem  that  each  of  us  ought  to  study  carefully. 
I  think  I  can  give  this  as  a  synopsis  of  the  points  that  have  been 
raised  and  the  opinions  that  have  been  expressed  here. 

SHOULD  THE  GUARANTEED  VALUES  UNDER  CONTINUOUS 
MONTHLY  INCOME  POLICIES  BE  BASED  UPON  THE  COM- 
MUTED VALUE  OF  THE  TWO  HUNDRED  AND  FORTY 
MONTHLY  INSTALMENTS  CERTAIN,  EVEN  THOUGH  THE 
RESERVE  UNDER  THE  DEFERRED  SURVIVORSHIP  ANNUITY 
PORTION  OF  THE  POLICY  CONTRACT  IS  NEGATIVE? 

Mr.  Stein:  In  comparatively  recent  times  the  Continuous 
Monthly  Income  Policy,  which  is  but  a  development  of  the  Con- 
tinuous Instalment  Policy  introduced  some  years  ago  by  the  Mutual 
Life  Insurance  Company,  has  become  sufficiently  popular  to  merit 
the  attention  of  Actuaries. 

A  study  of  this  form  of  policy,  however,  brings  us,  at  least  so 
far  as  the  contingent  deferred  annuity  portion  is  concerned,  not 
infrequently  to  the  comparatively  unusual  result  of  negative 
reserves. 

Indeed,  according  to  the  more  or  less  rough  general  rule  laid 
down  by  Mr.  Welch  in  the  Transactions  of  the  Actuarial  Society, 
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Vol.  VII,  p.  371,  which  has  been  verified  by  independent  calcula- 
tions, whenever  the  age  of  the  insured  is  equal  to,  or  does  riot 
exceed  by  more  than  ten  years,  the  age  of  the  beneficiary,  n< 
tive  reserves  may  be  looked  for  during  the  first  twenty  years,  if 
not  during  the  whole  term  of  the  contract. 

These  negative  quantities  in  the  reserves  would  not  be  so 
important  were  it  not  for  the  fact  that  some  companies  grant  the 
same  surrender  values  under  Continuous  Monthly  Income  Policies 
as  are  given  under  ordinary  plans  of  insurance,  for  an  amount 
based  upon  the  commuted  value  of  the  two  hundred  and  forty 
monthly  instalments  certain,  entirely  ignoring,  for  that  purpose, 
the  contingent  deferred  annuity  provided  for  in  the  contract. 

Other  companies  grant  similar  values,  but  if  the  policy  be 
discontinued  before  it  becomes  a  claim  by  reason  of  the  death  of 
the  insured,  a  paid-up  deferred  survivorship  annuity  is  granted  in 
addition. 

In  either  case  it  would  seem,  however,  that  if  the  reserve  on  the 
contingent  survivorship  annuity  be  negative — unless  the  surrender 
charge  is  sufficiently  large,  under  the  240  monthly  instalments 
certain,  to  offset  such  negative  reserve — the  guaranteed  values 
under  Continuous  Monthly  Income  Policies,  and  reference  is  here 
made  to  Whole  Life  Policies  only,  must,  of  necessity,  be  in  excess 
of  the  reserve,  calculated  by  the  accepted  formula: 
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Calculations  have  been  made  and  the  results  tabulated  below 
of  the  reserves,  upon  the  American  Experience  Table  of  Mortal- 
ity and  3  per  cent  interest,  at  certain  combinations  of  a. 
where,  according  to  the  rough  general  rule  already  referred  to,  it 
is  practically  certain  to  obtain  negative  reserves  upon  the  con- 
tingent deferred  annuity  portion,  and  comparison  has  been  made 
with  the  guaranteed  cash  surrender  values  granted  by  a  well- 
known  company. 
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By  reference  to  Table  A,  it  will  be  seen  that  at  the  combination 
of  ages  30-30  the  guaranteed  cash  value  exceeds  the  reserve  on  a 
Si 0,000  Whole  Life  Policy,  calculated  by  the  formula,  by  nearly 
$126.00,  and  that  the  company  is  therefore  returning  to  a  retiring 
policy  holder  just  that  much  more  than  it  has  been  enabled  to 
accumulate  to  the  credit  of  the  individual  policy. 

This  is  the  difficulty  which  has  suggested  for  discussion  the 
question : 

Should  the  guaranteed  values  under  Continuous  Monthly 
Income  Policies  be  based  upon  the  commuted  value  of  the  two 
hundred  and  forty  monthly  instalments  certain,  even  though  the 
reserve  under  the  deferred  survivorship  annuity  portion  of  the 
policy  contract  is  negative  ? 

Obviously,  it  would  be  difficult  satisfactorily  to  explain,  not 
only  to  the  insured,  but  also  to  the  company's  field  men,  why  the 
additional  benefit — making  the  instalments  continuous  during  the 
lifetime  of  the  beneficiary,  and  for  which  an  extra  premium  is 
charged — should  decrease  the  guaranteed  surrender  values  as  com- 
pared with  a  policy  providing  for  240  monthly  instalments  only. 

Of  course,  it  may  be  claimed  that  the  cases  where  the  reserves 
under  the  contingent  deferred  annuity  are  negative  will  be  more 
than  balanced  by  the  cases  where  the  reserves  are  positive  and, 
upon  this  supposition,  a  number  of  companies  instead  of  using  the 
regular  reserves  as  calculated  by  the  formula,  arbitrarily  add  a 
fixed  percentage  of  the  reserve,  based  upon  the  commuted  value 
of  the  240  monthly  instalments  certain,  to  such  reserve;  and, 
indeed,  the  rulings  of  some  of  the  state  insurance  departments 
provide  for  such  a  valuation. 

The  Pennsylvania  Insurance  Department,  for  example,  requires 
the  addition  of  10  per  cent  of  the  regular  reserve.  It  was  found 
by  that  department  in  the  case  of  a  company  whose  reserve  on  this 
particular  class  of  policy  amounted  to  $1,000,000,  that  the  reserve, 
actually  calculated,  differed  from  the  reserve  ascertained  by  the 
addition  of  10  per  cent  of  the  regular  reserve  by  less  than  $1,000. 

This  method  doubtless  would  prove  satisfactory  for  practical 
purposes,  if  the  combinations  of  ages  of  insured  and  beneficiary 
were  sufficiently  distributed  to  bring  about  a  balance  between 
those  cases  producing  negative  reserves  and  those  producing  posi- 
tive reserves,  but  in  the  limited  experience  of  the  writer's  own 
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company,  at  least  under  contracts  providing  for  the  payment  of 
240  monthly  instalments  only,  the  beneficiaries  in  almost  every 
case  have  been  younger  by  less  than  ten  years  than  the  insured; 
and  the  reserves,  therefore,  if  the  same  policies  had  been  issued 
upon  the  Continuous  Monthly  Income  Plan,  would  have  been 
almost  uniformly  negative.  Of  course,  under  continuous  instal- 
ment policies,  it  may  be  possible  that  there  is  a  tendency  to 
nominate  younger  beneficiaries  than  under  policies  providing  for 
instalments  during  a  fixed  period  of  years. 

If  the  method  were  adopted,  however,  of  adding  10  per  cent  of 
the  regular  reserve,  in  some  cases  the  extra  reserve  added,  not- 
withstanding the  fact  that  theoretically  the  reserve  should  be 
negative,  would  be  in  excess  of  the  net  premium  received  for  the 
additional  benefit  granted,  as  is  shown  by  Table  B. 


TABLE  B 

Whole  Life-Continuous  Monthly  Income  Policy — $10,000 


Ages 

Net  Premium 

for  Contingent 

Deferred 

Annuity 

Benefit 

Am.  Exp.  3  % 

10  Per  Cent  of 
Reserve  End 
of  First  Year. 

(240  Instal- 
ments Certain) 

Ages 

Net  Premium 

for  Contingent 

Deferred 

Annuity 

Benefit 

Am.  Exp.  3  % 

10  Per  Cent  of 

Reserve  End 

of  First  Year. 
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35 
40 

20 
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30 
30 

$23.60 
26.  20 
30.30 
18.70 
22. 10 
27.90 

$543 
6-59 
8.04 
8.04 
9.87 

12.15 

40 

45 
50 
50 
55 
60 

40 
40 
40 
50 
50 
50 

$i3-50 
17.70 
25.  20 
8.20 
12.30 
I9-50 

$12.15 
I5-03 
18.39 
18.39 

22.  12 
26.  23 

From  this  table  it  will  be  seen  that  if  the  method  be  adopted 
of  adding  10  per  cent  of  the  regular  reserve,  based  upon  the  com- 
muted value  of  the  240  monthly  instalments  certain,  at  least  for 
the  combinations  of  ages  selected,  such  extra  reserve  on  whole  life 
policies  at  the  end  of  the  first  year,  where  the  ages  of  the  insured 
and  beneficiary  are  fifty  or  over,  would  be  in  excess  of  the  net  pre- 
miums received  for  the  extra  benefit. 

While  the  experience  of  the  company  investigated  by  the 
Pennsylvania  Insurance  Department,  with  a  reserve  of  $1,000,000 
on  policies  of  the  kind,  has  given  the  same  result,  for  practical  pur- 
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poses,  whether  the  reserve  was  actually  calculated  or  the  10  per 
cent  method  was  used,  yet  it  is  quite  possible  for  another  com- 
pany, by  reason  of  its  smaller  volume  of  business,  or  because  of  the 
geographical  distribution  of  its  business,  to  have  an  appreciablv 
larger  proportion  of  its  continuous  monthly  income  business  upon 
husband  and  wife,  where  the  difference  in  ages  is  usually  less  than 
ten  years,  and  the  calculated  reserves,  therefore,  almost  uniformly 
negative.  It  is  also  possible  for  a  company  to  have  a  larger  pro- 
portion of  its  continuous  monthly  income  business  upon  the  whole- 
life  plan,  than  is  the  case  with  the  company  under  observation,  and 
negative  reserves  are  by  far  more  frequently  met  with  under  whole- 
life  policies  than  any  other  plan. 

In  either  of  the  cases  mentioned  the  10  per  cent  method,  it 
would  seem,  would  but  increase,  rather  than  diminish,  the  diffi- 
culty. 

It  may  be  interesting  to  note  that,  while  in  the  calculation  of 
premiums  and  under  the  provisions  of  the  policy  contract,  payments 
of  premium  are  expected  to  continue  during  the  joint  existence  of 
the  insured  and  beneficiary,  yet  when  the  beneficiary  shall  have 
attained  the  age  of  seventy-five,  since  the  contingent  deferred 
annuity  is  not  to  begin  for  twenty-one  years  at  least,  the  benefit, 
according  to  the  American  table,  ceases.  In  other  words,  in  some 
cases  premium  payments  may  continue  long  after  the  benefit 
ceases. 

Might  it  not  be  more  logical  and  at  least  a  partial  solution  of 
the  difficulty,  especially  in  the  later  years,  to  provide  for  the  dis- 
continuance of  the  additional  premium  for  the  contingent  deferred 
annuity  whenever  the  beneficiary  shall  have  attained  the  age  of 
seventy-five  ? 

Frankly,  the  subject  was  suggested  for  discussion  rather  for  the 
purpose  of  seeking  than  of  imparting  information,  and  if  any  of 
the  companies  represented  have  made  a  study  of  this  branch  of 
their  business  along  the  lines  suggested  above,  it  would  be  interest- 
ing to  learn  the  results  of  such  investigation. 

Mr.  Vineberg:  In  the  absence  of  any  law  pertaining  to  the 
subject,  such  as  the  Standard  Provisions  Act,  it  is  my  opinion  that 
it  would  be  proper,  in  determining  the  basis  of  surrender  values,  to 
deduct  from  the  reserve  for  the  "Instalments  Certain"  section  of 
the  contract,  the  amount  of  any  negative  reserve  there  may  be  on 


164  Values  under  Monthly  Income  Policies     [November 

the  deferred  survivorship  annuity  feature.  Negative  reserves  rep- 
resent the  value  of  benefits  received  by  the  insured  in  excess  of  the 
net  premiums  paid  by  him,  and  there  is  no  reason,  as  far  as  I  can 
see,  why  they  should  not  be  deducted  from  surrender  settlements 
between  the  company  and  the  insured. 

The  Standard  Provisions  Act,  however,  affects  the  question  very 
seriously.  The  Illinois  Act  provides  "  that  in  every  case  where  a 
contract  provides  for  both  insurance  and  annuities  this  Act  shall 
apply  to  that  part  of  the  contract  only  which  provides  for  insur- 
ance." It  appears,  therefore,  that  the  provisions  of  the  law  per- 
taining to  surrender  values  on  the  insurance  portion  of  the  contract 
are  not  to  be  modified  by  circumstances  resulting  from  the  annuity 
portion.  The  law  makes  no  requirement  in  the  matter  of  the 
annuity  feature,  but  at  the  same  time  it  also  does  not  make  any 
concession  in  the  matter  of  surrender  values  for  the  insurance 
because  of  the  annuity. 

While  perhaps  it  does  not  come  within  the  scope  of  the  subject, 
it  would,  I  think,  be  wise  at  this  time  to  call  attention  to  the  error 
often  made  in  the  granting  of  extended  insurance  under  Continu- 
ous Instalment  contracts.  It  is  a  common  practice  to  extend  the 
insurance  under  these  forms  for  the  same  terms  as  under  a  contract 
providing  merely  for  the  payment  of  a  given  number  of  instal- 
ments. This  is  not  correct.  Assuming  for  the  moment  that  the 
reserves  on  the  two  forms  are  equal,  it  still  must  be  borne  in  mind 
that  the  single  premium  for  extending  the  total  benefit  under  a 
Continuous  Instalment  policy  is  materially  greater  than  under  an 
Instalment  Certain  policy.  It  would  be  troublesome  and,  more- 
over, unnecessary  to  calculate  term  single  premiums  for  the  com- 
bined benefit.  The  difficulty  can  be  overcome  by  stating  very 
clearly  that  the  extended  insurance  applies  only  to  the  Instalment 
Certain  benefit.  Such  a  restriction,  I  think,  would  not  conflict 
with  the  Standard  Provisions  Act. 

It  may  be  of  interest  to  give  a  few  examples  of  terminal  reserves 
on  the  deferred  survivorship  annuity  portion  of  Continuous  Instal- 
ment contracts  and  I  therefore  give  the  accompanying  figures, 
which  are  for  the  Ordinary  Life  form  and  have  been  calculated  on 
the  basis  of  the  Makehamized  American  3^  per  cent  for  the  insured 
and  the  Danish  Survivorship  Table  3^  per  cent  for  the  beneficiary. 
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The  values  are  on  the  basis  of  an  annual  payment  to  the  bene- 
ficiary of  S50.00,  i.e.,  a  policy  with  a  face  value  of  $1,000.00: 


Age  of 

Year 

Insured 

Beneficiary 

S 

10 

is 

20 

3° 
35 

40 

25 
30 
35 

— $2. IO 
—     2.  14 
-2.23 

-$4.09 

—  4. 16 

-  4   54 

— $5-95 

—  6.27 

-  6.96 

-$7.88 

-  8.48 

-  9  33 

It  is  evident  from  the  examples  given  in  the  accompanying 
table  that  the  statutory  provisions  above  referred  to  are  not  of 
practical  importance  because  the  negative  reserves  can  be  taken 
into  consideration  in  determining  surrender  charges,  which  very 
rarely,  if  at  all,  are  as  high  as  the  maximum  permissible. 

Mr.  Bowerman:  For  the  information  of  students  who  have 
not  made  a  special  study  of  the  subject,  I  may  say  that  they  will 
find  formulae  for  calculating  premiums  for  the  different  kinds  of 
continuous  instalment  policies  very  fully  treated  by  Mr.  Moir  in 
the  Transactions  of  the  Faculty  of  Actuaries,  Vol.  II,  pp.  223  to 
226,  and  for  both  premiums  and  reserves  on  these  policies  by 
Mr.  Robertson  on  pp.  191  to  198  of  Vol.  VII  of  the  Transactions 
of  the  Actuarial  Society  of  America. 

In  discussing  Mr.  Moir's  paper  on  "Office  Premiums"  Mr. 
Armstrong  suggested  a  formula  for  the  continuous  instalment 
endowment  assurance  premium,  where  the  instalment  is  equal  to 
1,  which  is  very  easy  to  remember  and  which  he  says  may  per- 
haps show  better  the  nature  of  the  benefit.     It  is  as  follows: 

&n-Ax  :  m     \Vnpy\&y+n  :  m        &x  :  y+nm  :  )vm+n  \  &xy 

The  following  are  the  extra  premiums  charged  by  one  company 
on  a  whole-life  policy  at  age  35  for  guaranteeing  S10.00  a  month 
to  the  different  beneficiaries  named  for  as  long  as  each  one  may 
live,  commencing  twenty  years  after  the  insured's  death. 

Age  of  insured  35,  beneficiary    1,  extra  premium  S20.01 

15.62 

8.35 
465 
2.04 

u 

04 


35, 

10, 

35, 

25. 

35, 

35, 

35, 

45, 

35> 

55, 

35, 

u 

65, 
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The  younger  the  beneficiary,  as  compared  with  the  insured,  the 
higher  the  extra  premium;  and  the  older  the  beneficiary,  as  com- 
pared with  the  insured,  the  less  the  extra  premium.  When  the 
beneficiary's  age  equals  or  exceeds  that  of  the  insured  negative 
reserves  may  be  looked  for. 

Instead  of  decreasing  the  cash  value  on  continuous  monthly 
income  policies  on  account  of  the  negative  reserves,  I  suggest  that 
the  premium  for  this  kind  of  policy  be  loaded  by  a  percentage  of 
the  net  premium  and  by  the  addition  of  a  constant  at  all  ages. 

In  this  way,  when  there  are  negative  reserves,  the  loading  will 
be  greater  in  proportion  to  the  net  premium  than  when  there  are 
positive  reserves. 

One  large  company  pays  no  dividends  at  all  on  the  deferred 
annuity  portion  of  the  premium  and  if  necessary,  in  order  to 
counteract  the  effect  of  negative  reserves,  no  commission  need  be 
paid  on  the  extra  premium  for  the  deferred  annuity  portion  of  the 
contract. 

In  actual  practice  the  percentage  of  cases  where  negative 
reserves  are  produced  is  comparatively  small  and  in  my  opinion 
the  matter  could  be  suitably  handled  by  loading  the  premium  in 
such  a  way  as  to  provide  for  the  loss  which  would  otherwise  result 
from  negative  reserves. 

SHOULD  A  COMPANY,  WHEN  IT  ISSUES  NEW  FORMS  OF  POLICIES, 
APPLY  THE  "RETROACTIVE  PRINCIPLE"  AND  GIVE  THE 
HOLDERS  OF  OLDER  POLICIES  THE  BENEFIT  OF  ANY  MORE 
LIBERAL  PROVISIONS  IN  THE  NEW  FORMS  ? 

Mr.  Marshall:  In  selecting  this  topic  for  discussion,  our 
program  committee  has  given  us  a  most  timely  subject,  of  special 
interest  to  all  of  us  at  this  time  because  of  the  many  innovations 
in  the  modern  contract  that  were  either  unthought  of  or  considered 
unsafe  at  the  time  the  older  policies  were  issued;  and  as  the  ques- 
tion before  us  has  been  answered  emphatically  in  both  the  affirma- 
tive and  the  negative,  I  anticipate  a  very  general  participation  in 
the  discussion.  To  afford  more  time  for  the  general  discussion,  I 
shall  therefore  make  my  own  part  as  brief  and  to  the  point  as 
possible. 

The  remarkable  development  of  the  modern  policy  in  recent 
years  has  resulted  partly  from  the  necessity  of  keeping  pace  with 
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development  in  other  lines,  partly  from  a  desire  of  the  company  to 
give  the  policy  holder  every  protection  that  is  consistent  with 
safety,  partly  from  competition  in  the  endeavor  of  each  company 
to  offer  some  new  feature  that  the  others'  policies  did  not  contain, 
partly  from  compulsory  legislation,  and  parti)-  from  the  fact  thai 
later  statistics  and  conditions  have  rendered  unnecessary  certain 
restrictions  that  were  deemed  requisite  to  conservative  insurance 
before  the  results  of  the  later  experience  were  available.  With  the 
exception  of  a  very  few  recent  restrictions  necessitated  by  court 
decisions  or  change  in  conditions,  the  general  tendency  of  this 
development  has,  therefore,  naturally  been  to  liberalize  rather  than 
to  restrict.  The  result  is  that  in  the  same  company,  holders  of  the 
same  kind  of  policy  may  be  governed  by  quite  different  rules,  and 
the  question  before  us  as  to  whether  we  shall  grant  to  the  older 
policy  any  of  the  privileges  incorporated  for  the  first  time  in  the 
new  policies,  is  a  practical  one  which  all  of  us  are  having  to 
answer  in  our  office  practice. 

The  question  should  not  be  answered  categorically  by  either 
yes  or  no,  for  either  answer  will  be  wrong  unless  it  is  qualified. 
The  fact  that  different  ones  of  us  have  answered  it  differently  is 
because  it  has  happened  to  present  itself  to  us  from  different  angles 
and  under  different  circumstances.  The  conditions  and  considera- 
tions which  influence  the  answer  to  this  question  are  numerous  and 
somewhat  varied,  but  when  they  are  properly  classified  and  taken 
into  account,  I  believe  that  we  shall  be  in  a  much  more  satisfactory 
position  to  decide  the  question  for  ourselves,  and  shall  probably  in 
most  instances  agree  as  to  the  answer  to  be  made  in  the  particular 
case.  My  part  in  this  discussion  will  therefore  be  principally  to 
call  attention  to  some  of  these  necessary  considerations. 

Throughout  our  entire  consideration  there  is  what  I  denominate 
the  question  of  our  moral  or  legal  right  to  apply  or  not  to  apply  the 
principle,  with  reference  to  the  proper  equities  between  the  policy 
holders,  and  after  we  have  satisfied  ourselves  that  there  is  no 
objection  as  to  a  particular  provision  from  that  standpoint  there 
remains  the  question  of  what  is  best  from  the  standpoint  of  prac- 
tical business  policy,  provided,  of  course,  the  established  right  is 
permissive  and"  not  obligatory. 

But  in  order  to  decide  from  either  of  these  standpoints  we  have 
to  consider,  at  the  same  time,  the  nature  of  the  provisions  themselves. 
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When  the  provision  is  one  which  materially  increases  the  risk  our 
decision  may  be  considerably  different  from  what  it  is  when  the 
provision  does  not  directly  affect  the  risk.  Some  take  the  posi- 
tion, for  example,  that  to  add  new  benefits  to  old  policy  contracts 
without  requiring  additional  consideration  is  doing,  in  a  small  way, 
the  same  sort  of  thing  as  to  give  a  thousand  dollars  additional 
insurance  for  nothing.  But  this  would  be  maintained  only  with 
reference  to  provisions  increasing  the  company's  risk,  and  even 
then  this  view  would  be  modified  by  the  consideration  of  the 
nature  of  the  company  and  of  the  policy.  If  the  policies  in  question 
are  participating  in  a  mutual  company,  the  dividends  are  theo- 
retically distributed  in  such  a  way  as  to  place  all  policies  on  an 
equal  basis  according  to  the  cost  and  contribution  of  each  to  the 
company,  and  if  a  more  recent  policy  has  benefits  which  are  a  cost 
to  the  company  which  is  not  incurred  by  earlier  policies,  that 
difference  is  presumed  to  be  taken  care  of  by  a  corresponding 
adjustment  of  the  dividends.  Following  this  presumption,  it 
would  scarcely  seem  any  less  equitable  to  equalize  the  positions  of 
the  policies  by  granting  the  same  benefits  than  to  attempt  to 
obtain  the  same  result  by  dividend  apportionment.  On  the  other 
hand,  if  the  policies  are  non-participating  in  a  stock  company  the 
granting  of  the  benefits  would  be  about  the  only  practical  method 
of  equalization;  and  although  I  am  aware  of  its  having  been  main- 
tained that  there  is  no  more  obligation  to  grant  the  privilege  in  the 
case  of  non-participating  policies  than  there  is  for  a  business  firm 
to  refund  to  its  former  customers  any  excess  of  the  prices  paid  by 
them  over  those  now  charged  for  the  same  article,  there  would  prob- 
ably at  least  be  no  objection  raised  to  the  right  of  the  stockholders, 
if  they  are  so  disposed,  to  grant  the  benefits  of  the  new  provisions. 
Where  the  provision  does  not  naturally  affect  the  risk,  I  do  not 
believe  objection  is  raised  to  the  right  of  the  company  to  apply  the 
retroactive  principle,  the  chief  consideration  being  a  question  of 
business  policy.  For  illustration,  privileges  granted  in  some  recent 
policies  that  are  merely  for  the  convenience  of  the  insured  as 
to  matters  that  are  largely  of  office  practice  could  as  a  rule 
be  as  well  extended  to  all  policy  holders,  as  it  costs  the  com- 
pany nothing  and  would  be  a  saving  on  account  of  the  advantage 
in  uniformity.  Another  class  of  a  similar  nature  consists  of  privi- 
leges which  are  merely  omissions  of  unnecessary  restrictions  which 
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were  formerly  required  only  because  of  lack  of  statistical  informa- 
tion. A  third  class  of  this  kind  consists  of  additional  options  that 
are  the  mathematical  equivalents  of  options  already  included,  pro- 
vided the  element  of  adverse  selection  is  not  a  factor.  In  all  three 
of  these  classes  it  would  appear  advantageous  to  all  concerned  to 
accord  these  privileges  to  all  policy  holders  alike,  unless  affected 
by  some  of  the  following  considerations. 

There  are  modern  provisions,  which,  whether  adopted  by 
stress  of  competition  or  by  legislative  requirement,  are,  to  the 
minds  of  some,  more  of  a  detriment  than  an  advantage  to  the  majority 
of  the  policy  holders  by  holding  out  inducements  that  ultimately 
result  in  a  decrease  or  entire  termination  of  their  insurance.  Those 
who  consider  these  provisions  in  this  light  would  scarcely  feel  that 
the  provisions  should  be  applied  to  the  older  policies.  The  same 
situation  exists  when  the  causes  just  mentioned  result  in  provisions 
that  are  too  liberal  for  conservative  insurance  and  are  of  doubtful 
safety.  We  should  not  forget  that  we  cannot  apply  the  retroactive 
principle  for  the  purpose  of  removal  of  privileges  already  granted. 
More  than  one  company  that  followed  the  recent  vogue  of  omitting 
the  military  and  naval  service  restrictions  from  their  policies  has 
had  reason  to  be  thankful  that  the  retroactive  principle  had  not 
been  applied  in  that  instance. 

Another  practical  consideration  which  may  exclude  certain 
provisions  which  might  otherwise  be  included  in  the  application 
of  the  retroactive  principle  is  as  to  whether  the  change  will  be  appre- 
ciated by  the  insured.  It  is  unfortunate  that  even  in  the  best 
companies  the  policy  holder  is  prone  to  look  with  suspicion  upon 
proposed  changes  in  his  contract,  however  beneficial  they  may 
actually  be  to  him.  Unless  the  proposed  change  will  probably  be 
received  favorably  by  the  insured,  therefore,  there  is  little  to  be 
gained  by  extending  to  him  the  privilege.  This,  however,  will 
depend  largely  on  the  manner  in  which  it  is  presented  and,  in  some 
cases,  so  far  from  objecting  to  the  change  it  is  often  demanded  by 
the  insured  himself  because  of  having  seen  the  provision  in  his 
neighbor's  more  recent  policy.  Under  such  circumstances  the 
application  of  the  retroactive  principle  may,  by  keeping  a  policy 
holder  satisfied  and  out  of  the  trap  of  the  twister,  be  of  consider- 
able value  to  the  company  and  more  than  sufficient  to  counter- 
balance   the   additional    cost.     Whenever    the    change    is    made 
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without  this  request  of  the  insured,  particular  care  is  necessary  that 
the  change  be  only  additive  in  nature,  lest  in  the  exchange  of  benefits 
the  insured  should  be  losing  rights  to  which  he  is  entitled  and 
which  he  might  value  more  highly  than  the  ones  he  receives  in 
their  stead. 

One  other  point  needs  to  be  emphasized  and  that  is  the  impor- 
tance of  a  careful  comparison  of  all  the  advantages  and  restrictions 
of  both  the  old  and  the  new  policies  before  finally  settling  the 
question  in  a  particular  case.  Since  there  have  been  a  few  recent 
restrictions  in  the  modern  forms  which  cannot  be  imposed  upon  the 
older  policies,  it  would  be  possible  for  the  older  policy  to  have  an 
advantage  over  the  more  recent  one  that  would  make  it  inequitable 
from  the  standpoint  of  the  new  policy  holder  to  give  the  holder  of 
the  older  policy  the  benefit  of  all  the  more  liberal  provisions  of  the 
new  policy  forms. 

This  completes  the  list  of  the  considerations  which  to  me 
appeared  to  be  the  most  essential  in  answering  correctly  the  ques- 
tions embodied  in  our  topic.  I  have  not  attempted  to  do  much 
more  than  mention  the  main  headings,  leaving  the  more  detailed 
development  to  the  general  discussion. 

Mr.  Buttolph:  I  agree  most  heartily  with  Mr.  Marshall  that 
this  is  a  question  which  cannot  be  answered  by  yes  or  no.  It  is 
a  broad  question.  There  are  a  great  many  things  on  each  side  of 
it  to  be  taken  into  consideration.  We  were  reminded  this  morning 
of  one  large  company  that  had  seen  fit  to  make  its  policies  a  little 
less  liberal  at  the  present  time  than  it  did  some  time  ago.  I  take 
it  that  if  that  action  had  been  along  any  other  line  than  the  particu- 
lar line  mentioned,  that  company  would  now  be  unwilling  to  make 
retroactive  its  action  of  a  few  years  ago,  which  it  has  since  seen 
fit  to  rescind.  While  in  a  few  instances,  as  suggested  by  Mr. 
Marshall,  features  in  the  present  form  are  a  little  more  restricted 
perhaps  than  they  were  a  number  of  years  ago,  yet  as  a  matter  of 
fact,  comparing  the  life  insurance  policy  of  today  with  that  issued 
forty  or  fifty  years  ago,  the  liberality  of  the  present-day  contract  is 
most  marked.  Now  it  is  entirely  proper,  in  my  opinion,  that  some 
of  those  liberal  features  of  recent  origin  should  be  made  applicable 
to  policies  that  were  issued  before  their  introduction.  To  others 
it  would  be  the  height  of  folly  to  make  the  retroactive  principle 
apply.     For  example,  our  present  policies  are  of  necessity  incon- 
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testable  after  a  short  term  has  expired.  If  under  one  of  the  older 
policies  which  never  became  incontestable  a  fraudulent  claim 
should  be  presented  it  would  be  in  my  opinion  unwarranted  if  the 
company  were  to  permit  itself  to  be  the  victim  of  a  palpable  fraud, 
just  because,  had  that  policy  been  issued  three  years  ago  it  would 
under  the  law  now  be  incontestable.  Assuming  that  there  is  no 
discrepancy  in  the  premium  rates  charged  under  the  old  form  and 
under  the  new,  which  would  not  warrant  the  more  liberal  treatment 
of  the  old,  it  seems  to  me  that  restrictions  with  regard  to  travel  and 
change  of  occupation  which  may  have  appeared  in  the  old  form 
could  with  entire  propriety  now  be  waived.  Take,  on  the  other 
hand,  the  provision  regarding  grace  in  the  payment  of  premiums. 
I  can  conceive  it  easily  possible  that  some  shrewd,  hostile  jury 
might  take  the  stand  that  if  you  voluntarily  permitted  a  policy 
holder  whose  contract  provided  for  no  grace,  thirty  days  of  grace, 
you  might  be  held  beyond  the  thirty  days. 

There  are  a  good  many  questions  that  must  arise  in  the  con- 
sideration of  the  individual  case.  Now,  just  last  week  a  personal 
friend  of  mine  submitted  to  me  a  policy  issued  forty  years  ago. 
The  policy  was  an  ordinary  life  policy  and  provided  that  after  the 
payment  of  two  premiums,  paid-up  insurance  would  be  granted  on 
demand.  After  the  payment  of  three  premiums,  in  the  event  of 
termination  of  premium  payments  the  company  would  give  upon 
its  books  credit  for  paid-up  insurance  in  an  equitable  amount  with- 
out surrender  of  the  policy.  The  question  raised  was  whether  or 
not  the  company  in  offering  S430  in  settlement  of  the  claim  was 
giving  an  equitable  amount.  As  a  matter  of  fact,  figuring  the 
paid-up  insurance  upon  the  same  reserve  basis  upon  which  the 
policy  was  issued,  the  company  exacted  at  the  end  of  the  seven- 
teenth year  a  surrender  charge  of  about  $60  a  thousand.  If  I  inter- 
pret rightly  the  meaning  of  the  legislation  which  today  limits  us 
to  a  surrender  charge  of  $25  a  thousand,  that  was  not  in  the  belief 
of  the  various  legislatures  an  equitable  amount  which  the  company 
was  giving  as  a  settlement.  It  seems  to  me  that  that  company 
could  very  well  have  afforded  to  bring  itself  within  the  $25  limit 
specified  by  the  law  of  today. 

However,  in  this  discussion  I  would  not  have  it  overlooked  that 
in  my  opinion  the  first,  the  paramount,  duty  of  every  life  insurance 
company  is  to  make  itself  safe  and  to  safeguard  the  interests  of 
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the  continuing  policy  holder.  If  a  policy  holder  continues  his 
contract,  then  in  the  vast  majority  of  cases  there  can  be  no  ques- 
tion as  to  the  liberality  that  you  would  exercise  in  the  final  settle- 
ment with  him.  The  new  contract  is  no  more  liberal  than  the  old. 
To  me  it  seems  that  the  matter  of  first  moment  in  considering  any 
question  of  this  kind  is  whether  the  company  is  impairing  in  the 
slightest  degree  its  ability  to  do  justice  to  all  of  its  policy  holders 
who  continue  their  policies  in  force  and  live  up  to  their  part  of 
them.  One  thing  has  just  occurred  to  me  that  seems  to  be  a  case 
in  point.  Certain  companies  issued  policies  at  one  time  providing 
for  loans  without  reserving  the  right  to  defer  the  making  of  those 
loans;  that  is,  they  provided  for  loans  on  demand.  Now,  obviously, 
if  the  making  of  the  loans  in  times  of  financial  stress  was  in  any 
way  going  to  embarrass  the  company  it  ought  not  to  make  retro- 
active that  feature. 

Mr.  Cathles:  Mr.  President,  I  agree  with  Mr.  Buttolph  and 
I  believe  also  with  Mr.  Marshall  that  the  question  of  whether  you 
should  make  benefits  retroactive  is  impossible  to  answer  categori- 
cally. However,  I  think  that  it  is  possible  for  us  to  decide  what  our 
attitude  as  companies  should  be  toward  making  privileges  now 
granted  in  modern  policies  retroactive,  and  I  believe  that  it  should 
be  to  make  those  modern  privileges  retroactive  with  proper  regard 
to  preservation  of  equity  between  all  policy  holders  and  of  course 
with  regard  first  of  all  to  safety. 

Mr.  Coler:  Mr.  President,  there  is  one  consideration  I  have 
not  heard  mentioned  in  this  discussion,  and  it  seems  to  me  that 
the  effect  on  the  agent  in  the  field  ought  to  be  considered.  I 
have  enough  faith  in  the  average  policy  holder  to  believe  that 
if  these  things  are  presented  in  a  general  way  the  liberalization 
of  old  contracts  will  be  appreciated,  and  it  occurs  to  me  that  this 
offers  a  great  opportunity  to  connect  the  policy  holder  up  with 
the  company  and  get  him  in  touch  with  the  agency  force  again, 
and  that  the  company  might  very  well  regard  this  as  a  source 
of  profit  to  be  considered  in  connection  with  the  cost  of  making 
these  things  retroactive. 

Mr.  Corbett:  Mr.  President,  my  attention  was  called  not 
long  ago  to  a  very  interesting  case  that  comes  under  this  subject. 
A  large,  well-known  participating  company  was  asked  to  change 
two  of  its  policies  from  the  annual  to  the  quarterly  method  of 
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payments.  On  the  older  one  they  insisted  on  the  20J  per  cent 
quarterly  rate  which  they  had  in  effect  many  years  ago,  but  on  the 
more  recent  policy  allowed  a  more  favorable  rate  which  they  are 
now  using.  It  was  simply  a  matter  of  office  procedure,  and  not  a 
matter  of  contract  at  all,  for  the  quarterly  rate  was  not  quoted  in 
either  policy.  I  was  much  surprised  that  there  was  such  dis- 
crimination by  a  large  mutual  company  between  two  of  its  own 
policies,  one  of  many  years  ago,  and  one  of  more  recent  years. 

APPLICATIONS  OF  REVERSIONARY  ANNUITIES 

Mr.  Mead:  I  haven't  given  this  subject  very  much  considera- 
tion for  the  purpose  of  this  discussion,  but  it  occurs  to  me  that 
there  are  two  applications  which  may  be  made  of  the  reversionary 
annuity,  one  in  particular  of  importance  and  practical  use  in  con- 
nection with  the  income  policy;  that  is,  the  deferred  reversionary 
annuity.  The  continuous  income  policy  is  of  comparatively 
recent  introduction  and  of  rapidly  increasing  popularity,  and 
deservedly  so.  The  usual  form  of  insurance  where  paid  in  a  lump 
sum  and,  to  a  lesser  degree,  insurance  payable  in  limited  instal- 
ments are  only  partial  insurance.  Lump  sum  insurance  is  really 
only  half-insurance  providing  but  a  portion  of  the  family  protection 
contemplated  by  the  insured,  permanent  protection  against  future 
want.  The  money  which  he  hoped  to  provide  by  his  insurance 
for  the  future  protection  of  his  family  may  be  either  squandered  or 
may  be  lost  by  injudicious  investment.  You  know  how  fre- 
quently these  results  occur.  It  seems  to  be  that  one  of  the  most 
fitting  forms  of  insurance  that  may  be  taken  for  the  protection  of 
dependents  is  the  continuous  instalment  or  income  policy  which 
involves  an  application  of  the  deferred  reversionary  annuities 
which  are  supplementary  to  the  instalments  certain.  This  policy 
affords  one  of  the  very  best  opportunities  in  securing  interviews  of 
applicants.  Those  who  carry  large  amounts  of  insurance  will 
usually  tell  the  agent  very  flatly  that  they  have  all  the  insurance 
that  they  need,  but  a  resourceful  agent  may  tell  his  applicant  that 
he  has  something  to  present  the  applicant  and  which  he  very  much 
needs  and  the  resulting  interview  may  result  in  an  application  for 
a  large  amount  of  income  insurance. 

In  connection  with  this  reversionary  feature  there  is  an  argu- 
ment appealing  to  the  sentiment  of  the  applicant.     The  agent  may 
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tell  him,  for  instance,  that  the  applicant's  child  five  years  of  age 
may  live.  If  it  is  fifty,  or  sixty,  or  seventy  years  subsequent  to 
his  death,  that  child  will  receive  a  monthly  income  through  his 
entire  lifetime  and  will  always  regard  with  gratitude  the  foresight 
and  the  loving  care  with  which  the  parent  regarded  him.  This 
argument  will  appeal  greatly  to  the  sentiment  of  the  parent.    . 

Another  argument  appealing  to  the  business  man  is  that  no 
matter  what  may  happen  to  his  fortune  in  the  event  of  his  leaving 
one  at  his  death,  the  child  is  guaranteed  protection  from  want 
regardless  of  his  business  and  moral  success  in  after-life.  It  seems 
to  me  that,  looking  at  it  from  these  standpoints,  the  reversionary 
annuity  is  one  of  the  most  valuable  forms  of  protection  that  we 
may  offer. 

The  other  application  is  in  connection  with  the  immediate 
reversionary  annuity.  This  form  has  not  been  very  popular  in 
this  country.  So  far  as  I  know,  only  one  company  has  made  a 
feature  of  it.  But  it  is  a  very  important  form  of  protection,  par- 
ticularly if  one  desires  to  protect  a  surviving  and  dependent  parent 
with  an  annuity  in  case  of  his  untimely  death.  The  insurance 
ceases  upon  the  prior  death  of  the  insured  and  the  annuity  termi- 
nates with  the  death  of  the  surviving.  That  is,  when  the  need  for 
the  insurance  terminates,  the  insurance  terminates.  This  reduces 
the  cost  greatly.  It  puts  protection  within  reach  which  might 
otherwise  be  well  afforded.  It  may  also  form  a  protection  supple- 
menting the  usual  form  in  favor  of  the  wife  or  children.  For  some 
reason  or  other  this  form  has  never  become  very  popular,  possibly 
because  it  is  similar  to  term  insurance.  The  inducements  to  the 
agents  are  not  very  great,  but  in  the  future,  when  we  become  a  more 
highly  organized  society,  I  think  it  will  become  more  popular. 

Mr.  Draper:  In  considering  this  question  I  have  in  mind  an 
experience  that  recently  occurred  in  the  office  of  a  large  company, 
where  the  assistant  actuary  called  my  attention  to  a  peculiar  case 
of  a  child's  endowment,  which  had  been  taken  out  at  the  age  of 
five  and  carried  for  seven  years.  It  was  now  brought  in  to  arrange 
for  a  surrender  for  cash,  because  of  the  fact  that  the  endower  had 
died.  The  people  were  in  very  poor  circumstance  and  unable  to 
pay  further  premiums ;  the  machinery  that  was  necessary  to  secure 
the  cancellation  for  cash  of  the  policy  was  very  cumbersome,  as  a 
guardian  had  to  be  appointed  for  the  child.     I  suggested  that  if 
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the  policy  had  contained  a  provision  that,  in  the  event  of  the  death 
of  the  endower,  the  future  premiums  would  be  waived,  it  would 
have  taken  care  of  the  situation  very  nicely.  And  I  think  that, 
in  our  efforts  to  extend  the  legitimate  field  of  life  insurance,  any 
attractive  policy  provisions  should  receive  our  very  careful  con- 
sideration. It  is  a  well-known  fact  that  the  American  public  are 
not  carrying  in  the  majority  of  cases  the  amount  of  protection  they 
should.  Our  efforts  should  be  to  develop  to  the  utmost  protection 
in  all  possible  forms.  Privileges  and  provisions  in  the  policies  that 
carry  out  ideas  and  increase  the  popularity  of  life  insurance  are  to 
be  studied  and  adopted  wherever  it  is  feasible.  The  premium  rate 
for  the  extra  provision  mentioned  for  the  child's  endowment  would 
be  very  small.  I  had  expected  to  compute  the  premiums  and  run 
out  some  reserves  so  that  I  could  tell  you  something  about  them, 
but  I  have  been  so  very  busy  it  has  been  impossible  to  do  this. 
They  would  have  covered  the  waiver  of  the  premium  in  the  event 
of  death  of  the  endower.  I  think  premiums  computed  for  a  differ- 
ence of  twenty-five  years  in  the  ages  of  child  and  endower,  with 
additional  premiums  for  each  added  ten  years  of  difference  in  ages, 
would  answer  most  requirements. 

There  is  another  provision  as  applied  to  endowment  policies, 
which  is  in  line  with  popularizing  policies.  Assume  an  endowment 
which  would  begin  the  payment  of  monthly  income  at  sixty-five, 
to  run  for  a  certain  term  certain,  and  then  for  the  remainder  of 
the  life  of  the  insured,  with  the  further  provision  that  if  the  bene- 
ficiary is  still  living  upon  the  death  of  insured,  it  shall  continue 
for  the  remainder  of  her  life.  That  is  a  form  of  policy  somewhat 
like  that  written  by  at  least  one  Canadian  company,  and  I  under- 
stand it  is  doing  a  very  fine  business  with  it.  It  seems  to  me  to 
carry  to  the  logical  conclusion  the  whole  scheme  of  insurance.  It 
is  a  complete  policy,  providing  for  all  of  the  conditions  that  arise 
to  a  man  and  his  wife.  I  feel  certain  that  such  a  policy  would  be 
very  popular,  even  though  I  have  not  had  any  experience  with  any 
company  that  has  issued  such  a  policy,  but  in  the  working  out  of 
that  idea  I  have  asked  a  number  of  people  how  it  would  seem  to 
have  such  a  policy  as  that,  and  have  met  with  some  exceptionally 
favorable  responses.  I  approached  a  young  man  that  is  to  be 
married  this  month  and  he  told  me,  when  I  first  began  a  discussion 
of  the  subject,  that  he  had  plenty  of  life  insurance.     Then  I  went 
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on  to  outline  this  policy  and  he  thought  that,  after  the  expenses 
of  getting  married  and  getting  set  up  were  over,  he  would  like  to 
take  a  policy  that  would  provide  for  about  twenty-five  or  thirty 
dollars  a  month  income  when  he  reached  the  age  of  sixty-five.  I 
told  him  the  cost  would  be  about  one  hundred  and  ten  or  one 
hundred  and  twenty  dollars  for  his  age,  twenty-eight,  and  he  said 
that  was  all  right.  I  reverted  then  to  the  amount  of  insurance  he 
had,  and  discovered  he  had  thirty-five  cents  weekly  insurance  in 
the  Prudential.  He  had  plenty  of  insurance,  he  said,  but  he  was 
willing  to  spend  one  hundred  and  ten  dollars  or  so  for  this  policy. 

It  is  in  line  with  the  idea  of  putting  out  attractive  policies  that 
will  appeal  to  the  selfish  interests  of  the  insured,  which  is  perfectly 
legitimate.  I  think  that  it  is  a  form  of  policy  that  might  very  well 
receive  our  consideration. 

Mr.  Webb:  Mr.  President,  I  confess  that  at  the  outset  I 
didn't  really  quite  catch  the  idea  underlying  the  very  short  title 
of  the  subject  under  discussion,  but  I  have  gained  a  little  light  on 
that  through  this  discussion. 

Of  course,  while  the  most  common  application  was  the  one  dis- 
cussed or  rather  mentioned  by  Mr.  Mead  just  now,  it  didn't  seem 
to  me  to  come  exactly  under  the  heading  suggested  by  Mr.  Draper, 
but,  of  course,  we  all  know  that  application  of  the  deferred  rever- 
sionary annuity.  While  I  am  on  my  feet  I  should  like,  with  your 
permission,  to  take  exception  to  a  remark  which  is  made  very  com- 
monly nowadays  to  the  effect  that  the  ordinary  forms  of  insurance 
we  are  selling  do  not  represent  complete  insurance.  I  rather  think 
that  that  statement  is  not  correct.  As  I  say,  while  Mr.  Mead  made 
a  statement  just  now,  we  are  not  putting  it  all  on  Mr.  Mead,  be- 
cause it  is  made  very,  very  generally,  and  I  rather  think  that  if  a 
man  says  he  wants  $10,000  of  life  insurance  payable  in  one  sum  when 
he  dies  and  he  pays  for  it,  he  gets  it,  and  he  has  got  I  believe 
complete  insurance,  and  I  do  not  think  it  is  necessary  to  tack  on 
an  additional  rider  that  that  should  be  paid  in  instalments,  and 
that  after  that  it  should  be  paid  during  the  remainder  of  the  life 
of  his  wife,  and  that  after  that  it  should  be  paid  during  the  remain- 
der of  the  life  of  several  children  who  might  then  be  living. 

Mr.  Mead:  I  was  not  discussing  that  kind  of  policy,  Mr.  Webb. 

Mr.  Webb:  But  I  do  not  even  think  so  in  connection  with 
the  continuous  instalment  policy,  because  that  is  giving  a  little 
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more  insurance;  and  the  ordinary,  non-participating  life  insurance 
payable  in  one  sum  is  not  an  incomplete  form  of  insurance.  A  man 
might  need  it  that  way.  And  it  is  perfectly  complete  as  far  as  it 
goes.  Another  policy  may  go  a  little  farther,  but  it  is  a  different 
kind  of  contract;  the  usual  instalment  contract  on  its  own  basis 
is  complete,  as  asked  for  by  the  policy  holder  or  as  put  out  by  the 
company. 

There  is  another  point  that  occurred  to  me  that  is  scarcely 
worth  while  mentioning.  Mr.  Draper  instanced  the  case  of  a 
young  man  who  said  he  had  enough  life  insurance.  Mr.  Draper 
said  that  this  young  man  was  within  a  month  of  getting  married. 
I  submit  that  a  young  man  within  a  month  of  getting  married 
scarcely  knows  what  he  is  talking  about.  Couldn't  know.  I  have 
met  a  great  many  young  men  that  were  within  a  month  of  getting 
married  and  I  think  they  talked  quite  erratically. 

Mr.  Cathles:  May  I  point  out  that  Mr.  Mead  said  that  in 
selling  the  ordinary  form  of  insurance  we  were  not  selling  complete 
insurance.  He  did  not  say  that  we  were  not  selling  a  complete 
policy.  The  agent  who  comes  in  and  sits  down  by  my  desk,  con- 
fidentially, and  smiles  on  me  and  offers  me  a  cigar,  talks  about  what 
a  great  thing  it  is  to  be  an  actuary,  and  so  forth,  and  finally  winds 
up  by  wanting  some  kind  of  special  policy  just  a  little  different  from 
the  one  we  are  selling  now,  I  have  regarded  for  a  long  time  as  an 
unmitigated  pest.  Xow,  Mr.  Draper  wants  a  child's  endowment 
policy  maturing  presumably  at  the  age  of  twenty-one. 

Mr.  Draper:     In  twenty  years. 

Mr.  Cathles:  Or  in  twenty  years,  and  he  wants  the  pre- 
miums to  cease  in  the  event  of  the  death  of  the  parent.  Xow,  why 
doesn't  Mr.  Draper  just  sell  an  ordinary  twenty-year  endowment 
policy  on  the  life  of  the  parent  ?  It  seems  to  me  there  would  be 
very  little  difference  between  the  benefit  he  describes  and  the 
regular  endowment  policy  benefit. 

Mr.  Draper:     There  is  a  material  difference  in  the  premium. 

Mr.  Cathles:  There  can't  be  much  difference  in  the  premium 
if  there  isn't  much  difference  in  the  benefit.  Maybe  I  didn't  fully 
understand  what  Mr.  Draper  had  in  mind.  But  that  is  the  way 
I  understood  it. 

Xow,  several  companies  in  this  country  issue  an  endowment 
policy  maturing  at  the  age  of  sixty-five  with  premiums  continuing 
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until  age  sixty-five,  at  which  time  the  insured  becomes  entitled  to 
an  income  of  a  hundred  dollars  a  year  for  each  thousand  dollars 
of  insurance  previously  enjoyed,  which  income  continues  during 
his  life  if  he  does  live  longer  than  ten  years  after  age  sixty-five. 
And  it  has  always  seemed  to  me  that  that  policy  was  fairly  com- 
plete because  if  a  man's  wife  is  approximately  the  same  age  as 
himself  she  will  be  seventy-five  before  there  is  any  possibility  of 
those  instalments  ceasing. 

Mr.  J.  C.  Rietz:  A  reversionary  annuity  as  defined  in  the 
textbook  of  the  Institute  of  Actuaries  is  an  annuity  to  commence 
at  the  death  of  a  person  now  aged  y,  and  to  continue  so  long  as  a 
person  now  aged  x  may  live. 

Doubtless  various  modifications  of  the  reversionary  annuity 
to  answer  special  needs  might  be  devised  and  written  into  an 
insurance  contract.  A  consideration  of  these  applications  natu- 
rally leads  one  into  an  examination  of  the  modes  of  settlement 
options  offered  in  the  modern  life  insurance  contract  in  order  to 
determine  wherein  they  fall  short  of  fulfilling  all  needs.  Nearly 
all  companies  now  provide  for  settlement  as  follows:  (1)  in  ten 
annual  instalments  certain;  (2)  in  fifteen  annual  instalments  cer- 
tain; (3)  in  twenty  annual  instalments  certain;  (4)  in  annual 
instalments  during  the  life  of  the  beneficiary,  the  amount  of  each 
instalment  to  be  determined  by  a  schedule,  incorporated  in  the 
policy,  depending  upon  the  age  of  the  beneficiary  at  the  date  of  the 
death  of  the  insured,  twenty  instalments  being  guaranteed;  (5)  in 
annual  instalments  during  the  life  of  the  beneficiary,  the  amount  of 
each  instalment  to  be  determined  by  a  schedule  incorporated  in  the 
policy,  payments  ceasing  at  the  death  of  the  beneficiary. 

The  contracts  of  a  few  companies  permit  of  even  greater  free- 
dom in  the  mode  of  settlement  by  providing  for  semiannual, 
quarter-annual  and  monthly  instalments.  Doubtless  most  com- 
panies would  grant  the  same  privileges  upon  written  request  and 
indorsement  upon  the  policy. 

These  plans  give  great  flexibility  to  the  contract  and  would  seem 
to  meet  nearly  every  need.  For  those,  however,  who  desire  a 
fixed  life  income  to  the  beneficiary,  independent  of  the  age  at 
the  maturity  of  the  policy,  most  companies  are  now  issuing  the 
continuous  instalment  feature  in  connection  with  their  ordinary 
and  limited  payment   life   policies.     A   few   companies   are   also 
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issuing  this  reversionary  feature  in  connection  with  their  endow- 
ment policies,  making  the  instalments  continuous  to  the  insured 
or  beneficiary,  whichever  may  survive  longest. 

In  order  to  meet  the  demands  of  those  who  desire  to  guarantee 
a  fixed  income  to  the  beneficiary  throughout  life,  and  who  care 
nothing  about  surrender  values  and  are  willing  to  forfeit  the 
premiums  paid  should  the  beneficiary  die  before  the  insured,  some 
companies  are  writing  the  "survivorship  annuity"  contract.  This 
contract  embodies  the  reversionary  annuity  in  its  simplest  form, 
the  benefit  being  equal  to  an  annuity  on  the  life  of  the  nominator 
less  a  joint  life  annuity  on  the  nominator  and  annuitant.  Premi- 
ums on  this  contract  may  be  continuous  or  limited.  In  either 
case  premium  payment  ceases  upon  the  death  of  either  nominator 
or  annuitant.  It  might  be  well  to  mention  here  that  it  is  not  prac- 
tical to  write  this  contract  on  the  continuous  premium  plan  if  the 
age  of  the  annuitant  is  greatly  in  excess  of  that  of  the  nominator. 
This  point  may  be  best  brought  about  by  an  example.  Take  the 
nominator  at  age  twenty  and  the  annuitant  at  age  thirty-five. 
The  net  annual  premium  at  these  ages  is  greater  than  it  will  be  for 
the  same  benefit  five  years  later  when  the  attained  ages  are  twenty- 
five  and  forty  respectively.  If  is  therefore  obviously  necessary 
to  limit  the  continuous  premiums  to  those  combinations  of  ages 
which  will  give  an  increasing  rate  as  the  ages  advance.  For  the 
same  reason  even  the  twenty-payment  plan  is  impractical  where 
the  age  of  the  annuitant  is  very  greatly  in  excess  of  that  of  the 
nominator. 

To  extend  the  application  of  the  reversionary  annuity  beyond 
those  already  mentioned  involves  the  question  of  special  forms 
to  meet  special  needs.  It  is  doubtful  whether  there  would  be  any 
great  demand  for  forms  other  than  those  mentioned.  Special 
forms  are  always  expensive  to  issue  and  require  additional  labor  in 
the  accounting  and  actuarial  departments.  Moreover^  agents 
may  not  understand  these  unusual  forms  of  contract,  and  as  a 
consequence  it  is  entirely  possible  that  the  agent  would  uninten- 
tionally misrepresent  them  at  the  time  of  the  sale.  It  is  far 
better  to  miss  an  occasional  sale  than  to  have  a  dissatisfied  policy 
holder  as  a  result  of  such  misrepresentation. 

As  an  example  of  the  further  extension  of  the  reversionary 
annuity  we  have  the  "special  temporary  annuity''  as  outlined  by 
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Mr.  Hjorth  in  his  paper  appearing  in  the  Record  of  June,  1916. 
The  contract  provides  for  an  annuity  certain  to  commence  on  the 
death  of  x,  but  in  no  case  to  continue  after  n  years  from  the  present 
time.  Mr.  Hjorth  states  that  this  contract  has  been  written  in 
Denmark,  and  suggests  that  it  might  be  written  in  this  country 
to  supplement  our  continuous  instalment  policies,  the  argument, 
of  course,  being  that  such  a  contract  would  provide  for  children 
until  they  were  grown,  or  it  would  provide  for  the  discharge  of  any 
obligations  which  the  insured  may  have  incurred,  such  as  the 
payment  for  a  home  in  instalments.  I  quite  agree  that  this  form 
would  fit  certain  circumstances,  perhaps  better  than  any  other, 
but  I  am  not  convinced  that  the  demand  for  such  a  contract  would 
justify  the  expense  of  issuing  it. 

Another  contract  in  the  form  of  a  modification  of  the  reversion- 
ary annuity  has  often  occurred  to  me  as  being  one  which  might 
appeal  to  men  under  special  circumstances.  The  benefit  under 
the  contract  which  I  have  in  mind  is  a  deferred  reversionary 
annuity,  represented  by  the  following  formula: 

n—i/ay/x  =  n—i/ax—n—  i/ax/y 

where  y  is  the  insured  and  x  is  the  beneficiary.  The  first  payment 
under  the  contract  would  in  any  event  be  deferred  n  years.  As 
an  illustration,  take  a  man  of  thirty-five  years  of  age  having  a 
wife  of  thirty  years  of  age,  n  being  taken  as  twenty.  The  contract 
would  provide  for  an  annuity  on  the  life  of  the  beneficiary,  begin- 
ning at  the  end  of  the  twenty  years  in  the  event  of  the  insured's 
death  prior  to  the  end  of  that  period,  and  beginning  at  the 
insured's  death  should  he  survive  beyond  twenty  years  from 
the  present  time.  The  argument  for  this  contract  would,  of 
course,  be  that  it  provides  a  maximum  amount  of  income  during 
the  advanced  years  of  the  beneficiary's  life  at  a  very  low  cost.  The 
net  annual  premium  for  the  contract  at  the  above  ages  given, 
based  on  Hunter's  Makehamized  American  experience  table  and 
3!  per  cent  interest,  is  only  $162.81  for  an  annuity  of  $1,000  per 
annum.  On  the  same  basis  the  net  annual  premium  for  the 
regular  survivorship  annuity  contract  is  $223 .  74. 

We  might  go  on  indefinitely  devising  further  extensions  of  the 
reversionary  annuity  to  suit  very  special  needs  but,  as  stated 
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earlier  in  this  discussion,  I  believe  that  the  forms  now  being  written 
come  so  nearly  answering  every  need  that  few  companies  would 
be  justified  in  issuing  such  unusual  forms  to  meet  the  demands 
of  the  few  isolated  cases  which  are  likely  to  present  themselves. 

Mr.  Beckett:  I  was  struck  by  Mr.  Mead's  first  statement  in 
reference  to  insurance  payable  in  lump  sum.  We  are  confronted 
with  a  peculiar  situation.  There  is  evidently  a  real  desire  upon 
the  part  of  people  who  already  have  policies  to  have  them  payable 
in  instalments,  and  I  think  that  there  would  be  the  same  desire 
on  the  part  of  people  who  expect  to  get  policies,  that  the  insurance 
should  be  payable  in  instalments.  I  have  had  so  many  requests 
of  this  kind  from  some  of  our  old  policy  holders  that  I  asked  our 
board  of  directors  to  give  me  authorization  to  endorse  our  old 
policies  for  various  kinds  of  instalment  settlements,  either  annually, 
semiannually,  quarterly,  or  monthly  instalment  settlements.  We 
have  never  taken  the  matter  up  with  the  policy  holder,  but  always 
discussed  it  with  him  on  his  initial  move  in  the  matter.  As  a 
result  we  are  making  a  great  many  such  endorsements,  for  instance, 
five-thousand-dollar  policies  endorsed  for  payment  in  monthly 
instalments  instead  of  a  lump  sum,  upon  receipt  of  their  request. 
The  requests,  of  course,  must  be  made  some  time  before  the  death- 
claim  papers  are  presented. 

As  regards  monthly  income  insurance,  we  do  very  little  of  that. 
It  would,  therefore,  appear  that  these  policies  are  not  solicited  as 
they  should  be. 

Mr.  Cathles:  Mr.  Beckett,  did  you  notify  your  policy 
holders  in  any  way  that  you  would  endorse  your  policies  in  the  way 
you  mentioned  ? 

Mr.  Beckett:  Not  at  all.  I  think  that  is  brought  up  to  them 
in  some  indirect  way,  perhaps  from  discussing  it  with  the  insur- 
ance agents. 

Mr.  Bowerman  :    Only  by  the  question  being  raised  by  them  ? 

Mr.  Beckett:  Xot  unless  they  write  in  and  ask  if  their 
policy  can  be  endorsed. 

Mr.  Cathles:  I  have  sent  out  for  years,  with  every  policy 
of  twenty-five  hundred  dollars  or  more,  a  little  printed  request  or 
notice:  "Don't  you  think  it  would  be  a  good  idea  to  make  your 
insurance  payable  in  instalments?''  I  have  sent  out  thousands 
of  those  and  got  back  less  than  six. 
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Mr.  Beckett:    We  have  never  sent  out  anything. 

Mr.  Carr:  You  mentioned  the  twenty-five-hundred-dollar 
policies.  Perhaps  they  figure  that  they  will  not  produce  a  sufficient 
income.  They  may  be  used  to  more  money  than  they  would 
receive  from  that  policy  in  that  way. 

Mr.  Beckett:  These  are  old  policies  of  which  I  am  speaking. 
Once  in  a  while  we  get  a  request  from  a  new  policy  holder. 

Mr.  CaThles:  I  just  mentioned  twenty-five  hundred  dollars. 
We  wouldn't  bother  with  any  smaller  amount  than  that.  That  is 
the  minimum. 

Mr.  Beckett:  Of  course,  I  think  that  all  of  us  would  give 
serious  consideration  to  this  question.  In  a  great  many  cases 
the  insurance  paid  in  instalments  would  be  of  more  benefit  to  the 
beneficiary  than  insurance  paid  in  a  lump  sum.  But  the  curious 
thing  to  me  is  that  so  many  of  our  old  policy  holders  will  write  in 
with  never  a  word  from  us,  and  yet  we  have  to  find  the  first  man 
to  make  a  real  success  in  selling  monthly  income  insurance  in  a 
large  way. 

Mr.  Cathles:  I  just  want  to  mention  that  evidently  it  is  not 
the  agent's  fault.  What  I  should  like  to  know  definitely  is  whether 
it  is  our  fault  or  the  agent's  fault  or  whose  fault  it  is. 

Mr.  Beckett:  That  is  something  about  which  I  too  have 
been  thinking,  as  to  whether  it  is  our  fault,  the  agent's  fault,  or 
whose  fault  it  is.  I  tried  when  we  put  out  the  monthly  income 
policy  in  the  beginning,  about  three  and  a  half  years  ago,  in  special 
form,  to  attract  the  agent's  attention  to  it  so  that  he  would  be 
interested  in  it.  I  was  wondering  if  other  companies  represented 
here  are  selling  monthly  income  insurance  in  any  large  way. 

Mr.  Carr:  We  have  a  department  that  gets  out  a  monthly 
income  letter,  but  I  do  not  believe  we  write  five  annually. 

Mr.  Beckett:  Do  we  really  sell  any  considerable  amount  of 
monthly  income  insurance  ? 

Mr.  Cathles:  I  only  know  one  company  that  does.  It 
declares  it  is  doing  three-quarters  of  its  business  on  the  income 
plan,  but  I  don't  believe  it. 

A  Member  :  Doesn't  it  make  a  difference  whether  the  canvass 
is  being  made  in  urban  or  rural  communities  ? 

Mr.  Mead:  Yes,  I  think  so.  I  think  that  has  a  great  deal 
to  do  with  it. 
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Mr.  Cathles:  I  have  got  a  little  evidence  to  the  contrary  on 
that  proposition.  We  picked  out  in  Dallas  quite  a  large  number 
of  the  biggest  business  men  in  the  city  and  we  got  up  as  good  a 
presentation  of  monthly  income  policy  as  we  could  make.  We 
printed  those  presentations  so  that  they  looked  like  a  letter,  and 
we  got  them  up  as  an  individual  brief  to  that  particular  man,  men 
to  whom  in  many  cases  we  could  give  the  agent  an  introduction, 
personal  acquaintances.  We  had  two  or  three  first-class  agents 
to  work  in  with  this  scheme,  and  I  do  not  believe  we  sold 
two  policies. 

Mr.  Mead:  I  think  that  possibly  one  of  the  reasons  that  you 
are  not  able  to  do  more  with  it  is  because  interest  rates  are  so  high; 
we  guarantee  only  35  per  cent  interest.  That,  I  think,  is  the  main 
reason.  I  believe  that  in  the  larger  centers,  the  Middle  West  and 
in  the  East,  conditions  are  entirely  different. 

Mr.  Cathles:  I  don't  know.  You  can  make  a  pretty  good 
presentation  along  the  lines  that  we  talked. 

Mr.  Draper  :  We  have  given  considerable  attention  to  income 
insurance.  I  am  rather  surprised  at  the  wide  variation  of  results 
with  this  form  of  policy.  I  think  that,  with  at  least  some  of  the 
older  and  eastern  companies,  quite  a  substantial  proportion  of  their 
business  is  monthly  income  insurance.  I  know  one  agent  in  Cleve- 
land that  is  writing  over  half  of  his  business  in  monthly  income 
insurance,  the  proceeds  being  applicable  to  the  beneficiary,  and  the 
policy  hasn't  got  all  those  advantages  that  I  enumerated  in  the 
policy  I  suggested.  This,  of  course,  will  sell  better  than  the  ordi- 
nary monthly  income  insurance. 

Mr.  Fry:  Might  we  ask  from  where  those  requests  are  com- 
ing? Did  you  get  any  requests  from  the  rural  communities  to 
have  the  payment  policies  changed  ? 

A  Member:     And  are  they  all  large  policies? 

Mr.  Beckett:  I  couldn't  say  from  where  they  come.  I 
think  they  were  distributed  over  the  territory  in  which  we  have 
done  business,  which  is  about  twenty-eight  states  and  in  Canada. 
The  policies  are  not  particularly  large.  I  do  not  believe  that  I 
have  endorsed  any  policies  over  five  thousand  dollars. 

Mr.  Mead:    You  say  a  great  many  in  Canada? 

Mr.  Beckett:  A  few  in  Canada.  And  most  of  them  are 
five-thousand-dollar  policies. 
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Mr.  Buttolph:  I  cannot  feel,  Mr.  President,  that  the  present 
question  of  the  salability  of  the  monthly  income  policy  has  very 
much  to  do  with  the  question  of  the  salability  of  the  reversionary 
annuity  contract.  I  do  not  wonder  that  in  many  sections  of  the 
country  the  monthly  income  policy  fails  of  success.  It  isn't  so 
easy  to  figure  on  the  ordinary  reversionary  annuity  contract.  Of 
course,  I  realize  that  many  of  the  contracts  that  in  the  actuary's 
office  look  to  be  perfect  look  very  different  when  they  get  out  in 
the  field;  but  I  have  always  been  an  enthusiast  on  the  subject  of 
reversionary  annuities,  and  in  spite  of  one  or  two  rather  hard 
shocks  I  have  received  today  and  at  other  times,  I  am  still  of  the 
opinion  that  if  properly  presented  they  could  be  made  extremely 
attractive  and  would  find  a  field  that  is  not  being  touched  today. 
The  ordinary  survivorship  annuity,  as  it  is  commonly  known,  is 
susceptible  of  many  variations  which  apply  to  everybody.  I 
cannot  imagine  anyone  to  whom  it  in  one  form  or  another  cannot 
be  made  attractive. 

Mr.  Cathles:     How  do  you  get  over  the  negative  reserve  ? 

Mr.  Buttolph:  It  is  a  practical  matter  of  simply  charging 
the  first-year  term  rate,  or  making  them  limited  premiums  contracts. 

Mr.  Cathles:  Well,  they  have  got  a  premium  that  is  decreas- 
ing then.  If  you  charge  a  level  premium  you  don't  get  enough  the 
first  year  and  too  much  in  later  years.  But  charge  the  first  year's 
premium  all  the  way  through.  If  so  you  will  have  still  greater 
negative  reserves,  but,  of  course,  they  then  won't  hurt  you. 

Mr.  Buttolph:  Now,  on  my  own  life  I  have  two  survivorship 
annuity  contracts.  I  look  on  those  contracts  with  more  satisfac- 
tion than  on  any  other  form  of  insurance  I  have.  One  of  them 
agrees  to  pay  the  beneficiary  beginning  with  my  death  a  certain 
annuity  so  long  as  she  may  live.  The  other  one  is  a  policy  which 
agrees  to  pay  a  certain  sum  of  money  annually,  beginning  with 
my  death,  to  my  boy,  the  last  payment,  if  any,  to  be  made  in  the 
year  1931.  In  the  year  1931  my  boy  will  be  twenty-five  years  old, 
and  his  education  which  this  is  designed  to  protect  should  then  be 
complete.  I  will  confess  that  I  have  not  read  Mr.  Hjorth's 
paper,  but  as  I  take  it  that  is  somewhat  in  line  with  the  annuity 
that  he  suggests. 

I  am  a  little  enthusiastic  over  the  possibilities  of  this  form  of 
protection  and  I  do  not  believe  that  ever  in  the  history  of  life  in- 
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surance  in  this  country  has  the  survivorship  annuity  been  given 
a  fair  trial. 

Mr.  Webb:  There  is  a  point  that  is  not  directly  in  line  with 
what  Mr.  Buttolph  said,  but  it  is  directly  in  line  with  what  was  said 
in  another  part  of  the  discussion,  and  I  thought  it  might  be  interest- 
ing to  the  members  to  know  about  it.  We  were  talking  about  the 
monthly  income  policy  and  I  believe  the  discussion  was  somewhat 
divided  as  to  whether  the  policy  was  really  worth  while  pushing. 
It  may  interest  you  to  know  that  I  am  working  at  the  present 
moment  on  three  forms  of  policies — ordinary  forms  of  policies. 
One  is  an  ordinary  life,  twenty  annual  instalments.  Another  is 
an  ordinary  life,  two  hundred  and  forty  monthly  instalments,  and 
finally  a  twenty-payment  life,  two  hundred  and  forty  monthly 
instalments.  One  of  these  policies  has  the  twenty-year  return 
premium  rider  attached  and  included  in  the  policy.  But  the 
point  I  want  to  make  is  that  as  you  know  a  company  cannot 
undertake  to  get  out  these  special  policies  unless  there  is  a  reason 
for  it.  And  these  are  being  gotten  out  at  the  special  instance  and 
request  of  the  Texas  manager,  after  having  sold  during  the  last 
two  years  nearly  two-thirds  of  his  business  on  that  plan.  I  am 
unable  to  say  just  how  much  of  Texas  is  urban  and  how  much 
rural,  but  looking  at  the  size  of  it  on  the  map,  I  think  that  there 
must  be  a  great  deal  of  it  rural. 

COURT   DECISIONS  AND   DEPARTMENTAL   RULINGS  ALTERING 

THE  PLAINLY  EXPRESSED  INTENT  OF  THE 

POLICY  CONTRACT 

Mr.  Raub:  The  subject  assigned  assumes  that  there  are 
decisions  and  departmental  rulings  which  alter  the  plainly  expressed 
intent  of  the  policy  contract.  I  cannot  agree  that  any  court 
decision  or  departmental  ruling  can  alter  or  change  the  plainly 
expressed  terms  of  any  policy  contract  that  has  been  issued  in  con- 
formity to  law  and  is  not  violative  of  public  policy.  We  must, 
therefore,  conclude  that  the  topic  alludes  to  court  decisions  and 
departmental  rulings  that  apparently  alter  the  policy  contract. 
Inasmuch  as  departmental  rulings  must  at  all  times  be  in  confor- 
mity with  the  court  decisions,  and  as  the  courts  are  the  ultimate 
authority  for  the  construction  of  policy  contracts,  rulings  of  depart- 
ments may  be  dismissed  from  our  consideration. 
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Court  decisions,  in  theory  at  least,  do  not  and  cannot  alter  the 
expressed  intention  of  policy  contracts.  Policy  contracts  are 
technical  instruments,  having  many  provisions  not  understood  or 
comprehended  by  the  insured.  As  these  contracts  are  drawn  by 
the  company,  the  courts  have  uniformly  held  that  unless  the  con- 
tract is  plain  and  unambiguous  beyond  all  peradventure,  that  con- 
struction will  be  adopted  which  is  most  favorable  to  the  insured. 

Doubtless  the  courts  in  many  instances  have  become  over- 
zealous  to  protect  the  policy  holders'  rights  and  have  resorted  to 
constructions  so  technical  and  artificial  as  appear  to  alter  the 
express  terms  of  the  contract. 

If  courts  generally  kept  in  mind  the  rule  laid  down  by  the 
Supreme  Court  of  Nebraska  in  the  case  Rustin  v.  Aetna  Life  Ins. 
Co.,  153  N.W.  548,  there  would  be  less  cause  for  complaint  in 
matters  of  construction.     The  court  said: 

Courts  should  interpret  life  insurance  contracts  in  such  a  way  that  they 
can  in  all  instances  be  carried  out,  and  fair  dealing  and  good  faith  should  be 
upheld  both  for  and  against  the  insurer.  We  must  remember  that,  if  we  take 
an  undue  amount  of  the  assets  of  the  company  to  pay  one  policy  holder,  we  are 
thereby  lessening  the  protection  afforded  to  all  other  policy  holders. 

I  shall  briefly  refer  to  a  few  cases,  illustrating  instances  of  con- 
struction, some  of  which  seem  to  violate  the  expressed  intention 
of  the  parties. 

AMBIGUOUS   WORDING   OF   POLICY 

The  Appellate  Court  of  Indiana  in  Hay  v.  Meridian  Life 
Insurance  Co.,  57  Ind.  App.  536,  holds  the  language  used  ambigu- 
ous. In  this  case  the  policy  had  been  dated  back  seven  years  and 
the  premiums  paid  for  the  seven  years  by  a  loan  on  the  policy. 
Two  premiums  in  cash  were  paid  and  the  policy  allowed  to  lapse. 
Nearly  two  years  after  the  policy  had  lapsed  the  insured  died,  and 
it  was  claimed  that  the  insurance  was  in  effect  at  the  time  of  his 
death  under  the  extended  insurance  clause.  The  decision  was 
based  upon  a  construction  of  the  following  clause  which  immedi- 
ately followed  the  Table  of  Values: 

Any  indebtedness  on  account  of  this  policy  outstanding  ....  will  reduce 
the  values  specified  herein,  in  the  proportion  that  such  indebtedness  bears  to 
the  amount  upon  which  the  above  guarantees  are  based;  the  extended  insurance 
being  reduced  proportionately  in  amount  of  insurance  in  force,  not  in  the  term 
of  extension. 
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The  non-forfeiture  clause  made  no  provision  as  to  the  effect 
of  any  indebtedness,  and  provided  that  upon  default  the  policy 
would  continue  in  force  for  its  ''full  amount"  for  the  term  specified 
in  the  table  of  values.  The  court  held  that  the  non-forfeiture 
clause  controlled,  and  that  the  word  "amount"  used  in  the  expres- 
sion "amount  upon  which  the  above  guarantees  are  based"  should 
be  construed  to  refer  to  the  ''amount"  of  the  face  of  the  policy. 
The  indebtedness  was  in  excess  of  the  cash  value,  and  the  extended 
insurance  was  based  thereon. 

THE    SUICIDE   CLAUSE 

This  policy  provision  furnishes  a  good  illustration  of  the  evolu- 
tion of  judicial  construction.  Originally  the  provision,  usually 
employed,  provided  that  the  company  would  not  be  liable  if  the 
insured  committed  suicide.  The  courts  then  held  that  suicide,  to 
be  a  defense  to  the  policy,  must  be  intentional  and  that  an  inability 
due  to  insanity  to  understand  the  moral  character  and  effect  of  the 
act  was  not  within  the  exception  in  the  policy.  To  meet  this 
situation  the  companies  framed  the  suicide  clause  so  as  to  cover 
self-destruction,  "sane  or  insane."  Even  under  this  latter  clause 
it  is  held  that  to  come  within  the  exception  the  insured  must  be 
conscious  of  the  physical  nature  and  consequences  of  his  act. 

THE   INCONTESTABLE   CLAUSE 

Several  interesting  cases  have  been  decided  construing  this 
policy  provision.  The  standard  statutory  provision  provides  that 
the  policy  shall  be  incontestable  after  two  years,  except  for  non- 
payment of  premiums,  and  except  for  violations  of  the  conditions 
of  the  policy  relating  to  naval  or  military  service  in  time  of  war. 

In  some  jurisdictions  it  seems  to  be  the  expressed  opinion  of  the 
courts  that  an  attempt  to  adjust  the  amount  of  the  benefit  in 
accordance  with  the  true  age  of  the  insured  is  a  contesting  of  the 
policy. 

In  the  case  of  Mutual  Life  Ins.  Co.  v.  New,  51  S.R.  61,  the 
court  construed  the  incontestable  clause  and  the  provision  for 
adjustment  for  understatement  of  age  together,  and  held  that  the 
adjustment  could  be  made  only  within  the  two  years  during  which 
the  policy  was  contestable.  The  court  in  Simpson  v.  Life  Co.> 
20  S.E.  517  (N.C.),  said: 


1 88      Court  Decisions  and  Departmental  Rulings     [November 

The  quality  of  incontestability  could  with  no  propriety  be  predicated  to 
this  contract  of  insurance,  if  it  was  still  allowed  the  insurer  to  dispute  its  liability 

to  the  insured  for  the  amount  of  the  insurance If  this  can  be  done,  the 

policy  is  certainly  not  incontestable. 

The  usual  clauses  found  in  policies  are  in  conformity  with  the 
ordinary  standard  statutory  provisions  and  provide  for  an  adjust- 
ment if  the  age  of  the  insured  has  been  "misstated";  yet  some 
courts  seem  to  regard  the  word  "misstated"  as  meaning  "mis- 
represented" and  any  attempted  adjustment  as  a  contest  of 
the  policy. 

Thus  the  Missouri  courts  have  held  in  several  cases  that  the 
Missouri  statute,  viz.,  "No  misrepresentation  made  in  obtaining 
or  securing  a  policy  of  insurance  on  the  life  or  lives  of  any  person 
or  persons  shall  be  deemed  material,  or  render  the  policy  void, 
unless  the  matter  misrepresented  shall  have  actually  contributed 
to  the  contingency  or  event  on  which  the  policy  is  to  become  due 
and  payable  .  .  .  ."is  applicable  to  cases  where  there  has  been 
a  misstatement  of  age. 

In  one  of  the  Missouri  cases  the  court,  in  denying  the  company 
the  right  to  have  an  adjustment,  held  that  the  age  adjustment  clause 
was  an  attempt  to  make  the  statements  as  to  age  material  repre- 
sentations and  affect  the  amount  of  insurance.  The  court  said: 
"Here  was  a  missrepresentation  as  to  age,  and  we  are  asked  to 
permit  it  to  reduce  the  amount  of  the  policy  under  the  guise  of  a 
contract  to  that  effect." 

The  usual  rule  in  nearly  all  states  is  to  uphold  the  right  of  the 
insurer  to  adjust  the  amount  of  the  insurance  to  the  amount  pur- 
chased by  the  premium  for  the  correct  age. 

That  the  lawmakers  did  not  regard  an  adjustment  on  account 
of  misstatement  of  age  as  a  contesting  of  the  policy  is  best  evidenced 
by  the  fact  that  invariably  the  incontestable  clause  and  the  mis- 
statement of  age  clause  are  separate  statutory  provisions. 

The  courts  ordinarily  hold  that  an  adjustment  of  the  amount 
of  insurance  on  account  of  misstatement  of  age  is  not  a  violation 
of  the  incontestability  clause,  but  is  the  exercise  of  a  contract  right 
covered  by  the  contract. 

In  a  recent  New  York  case  the  court  further  reinforced  its 
opinion  by  holding  that  if  an  adjustment  was  not  allowed,  the  con- 
tract would  violate  the  statute  prohibiting  discrimination. 
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An  interesting  question  might  arise  under  the  standard  form 
policy  if  the  insured  should  fraudulently  understate  his  age.  A 
defense  of  this  kind  affects  the  validity  of  the  contract,  and  if  per- 
mitted at  all  would  be  limited  to  the  contestable  period,  and  must 
be  made  independently  of  the  misstatement  of  age  clause. 

The  Supreme  Court  of  Rhode  Island  in  the  case  of  Home  Life 
his.  Co.  v.  Zuribomitz  permitted  the  company  to  cancel  a  policy  on 
account  of  insured's  fraudulent  misrepresentation  in  understating 
his  age,  the  court  saying:  "  We  think  that  it  is  quite  apparent  that 
this  statement  of  age  in  the  application  here  in  evidence  was  false 

and  fradulent The  company  was  entitled  to  know  his  age, 

as  an  important  element  in  the  risk  involved,  and  in  view  of  their 
rules,  not  only  regarding  the  premium,  but  also  as  to  the  limitation 
of  insurance  of  persons  over  60  years  of  age,  and  as  to  the  more 
stringent  medical  examination  required  in  such  cases." 

This  was  an  affirmative  action  to  cancel.  Whether  or  not  it 
would  have  been  available  as  a  defense,  except  to  reduce  the  amount 
pro  tanto,  in  case  of  assured's  death  is  very  doubtful.  See  Singleton 
v.  Prudential  Ins.  Co.,  42  N.Y.  S.  446,  and  Germania  Life  Ins.  Co. 
v.  Klein,  137  Pac.  Rep.  74. 

In  conclusion,  a  contest  of  a  policy  is  in  my  opinion  any  defense, 
based  upon  statements  made  by  the  assured  in  the  application, 
which  attacks  the  original  validity  of  the  policy.  In  conformity 
with  this  conclusion  it  has  been  held  that,  notwithstanding  the 
incontestable  clause,  the  insurer  may  successfully  defend  where  the 
assured's  death  was  the  result  of  a  death  imposed  for  crime;  and 
in  cases  where  the  beneficiary  has  no  insurable  interest.  These 
defenses  are  permitted  upon  grounds  of  public  policy.  An  adjust- 
ment of  the  amount  of  insurance  where  the  age  has  been  under- 
stated in  no  sense  affects  the  validity  of  the  policy,  but  is  a 
contract  right  exercised  pursuant  to  and  under  the  very  contract 
itself.     Any  other  construction  would  violate  the  contract. 

Mr.  Xitchie:  Mr.  President,  Mr.  Raub  has  covered,  I  think, 
the  point  that  I  suggested  and  which  led  to  framing  this  topic  for 
discussion.  I  noticed  recently  a  newspaper  report  of  a  case  in  the 
Federal  District  Court  in  Iowa  (228  Fed.  157),  in  which  it  was  held 
that  the  incontestability  clause  precluded  the  insurer  from  making 
a  defense  on  account  of  the  misstatement  of  the  age  of  the  insured 
in  the  application,  not  only  as  to  all,  but  to  any  part  of  its  liability. 
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The  report  also  refers  to  the  statute  of  the  state  of  Iowa  providing 
that  misrepresentation  of  age,  without  fraud  in  fact,  should  entitle 
the  insurer  only  to  a  reduction,  from  the  amount  of  the  policy,  of 
the  difference  between  the  premiums  paid  and  those  which  would 
have  been  payable,  if  the  true  age  had  been  given,  with  interest. 

In  order  to  guard  against  the  possibility  of  such  an  interpre- 
tation as  that  first  indicated,  it  seems  to  me  that  this  provision  for 
age  adjustment  would  better  be  expressed  as  an  exception  to  the 
provision  for  incontestability,  or  so  closely  joined  to  it  that  there 
would  be  no  room  for  assuming  a  conflict. 

It  is  true  that  in  the  statutory  provisions  the  two  subjects  are 
separated  in  independent  paragraphs,  and  the  fact  that  both  pro- 
visions are  prescribed  would  tend  to  sustain  the  company's  right 
to  scale  the  insurance;  but  the  standard  provisions  are  not  in  the 
laws  of  every  state  and  in  the  case  cited  there  was  held  to  be  a 
conflict. 

Objections  to  combining  these  provisions  may  arise  from  an 
unwillingness,  on  the  part  of  the  companies,  to  impair  the  effect 
of  the  provision  for  incontestability.  The  standard  provisions  do 
specify  as  exceptions  the  non-payment  of  premiums  and  the  viola- 
tion of  the  conditions  relating  to  military  and  naval  service.  There 
may  be  less  force  to  this  objection  now  that  many  of  the  companies, 
which  heretofore  have  not  taken  advantage  of  the  permissible  con- 
ditions relating  to  military  and  naval  service,  are  adopting  such 
limitations.  In  my  judgment  it  would  be  better  to  bring  together 
the  provisions  for  incontestability  and  all  conditions  which  might 
be  construed  as  exceptions  or  limitations. 

In  the  standard  policy  forms  of  Minnesota  and  Ohio  the  con- 
ditions restricting  occupation,  etc.,  immediately  precede  the  pro- 
vision for  incontestability;  the  latter  provides  that  the  policy  shall 
be  incontestable  except  for  non-payment  of  premiums  and  except 
as  otherwise  provided  in  this  policy.  Then  the  provision  for  adjust- 
ment on  account  of  misstatement  of  age  follows  as  a  second  para- 
graph under  the  heading  ''Incontestability." 

Mr.  Raub:  Pardon  me,  Mr.  Xitchie,  what  I  think  you  mean 
is  that  in  the  incontestability  clause,  in  addition  to  the  exception 
for  non-payment  of  premiums,  there  ought  to  be  added  military 
and  naval  service  and  adjustment  for  misstatement  of  age. 
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Mr.  Portch:  I  should  like  to  say  in  that  connection,  how- 
ever, that  if  my  memory  serves  me  right,  the  standard  provision 
laws,  as  a  rule,  refer  to  the  question  of  age  in  an  entirely  separate 
section  from  the  question  of  incontestability.  Now,  suppose  you 
submit  a  policy  which  says:  "After  one  year  from  date  this  policy 
shall  be  incontestable  except  for  non-payment  of  premium  and 
except  for  violation  of  military  and  naval  service  conditions  and 
except"  for  whatever  you  wish  to  say  in  regard  to  misstatement  of 
age.  I  think  you  have  another  question  as  to  whether  the  depart- 
ment can  approve  such  a  form  or  not. 

Mr.  Raub:  You  might  say  "except  as  herein  provided"  and 
have  other  clauses  take  care  of  the  exceptions.  That  of  course 
assumes  that  an  adjustment  for  misstatement  of  age  is  a  contesting 
of  the  policy,  and  further,  after  the  contestable  period,  there  prob- 
ably could  be  no  adjustment. 

Mr.  Portch:  What  I  wanted  to  point  out  specifically  was 
this,  that  the  standard  provisions  as  we  have  them  in  most  states 
are  to  my  mind  rather  deficient  in  that  the  misstatement  of  age 
adjustment  ought  to  be  mentioned  as  one  of  the  exceptions  to  the 
incontestability  provision. 

Mr.  Buttolph:  Mr.  President,  it  seems  to  me  that  the  ques- 
tion raised  by  Mr.  Nitchie  is  a  very  pertinent  one.  As  I  take  it,  it 
is  the  duty  of  the  courts  to  construe  the  contract.  It  is  also  the 
duty  of  the  courts  to  construe  the  law.  If  the  fact  that  these  two 
provisions,  the  incontestable  provision  and  the  provision  requiring 
readjustment  in  case  of  misstatement  of  age,  are  separated  in  the 
policy  contract  warrants  the  court  in  holding  that  the  incontest- 
able clause  overrules  and  nullifies  the  clause  regarding  adjustment 
on  account  of  misstatement  of  age,  it  would  seem  to  me,  a  layman 
at  the  law,  that  the  courts  would  also  rule  that,  those  two  provisions 
being  separated  in  the  statute,  the  incontestable  provision  over- 
ruled that  regarding  the  misstatement  of  age. 

I  noticed  an  article  in  an  insurance  journal  in  reference  to  this 
particular  case  that  has  been  mentioned,  where  the  court,  as  there 
reported,  held  that  the  incontestable  clause  made  the  policy  incon- 
testable in  whole  or  in  part,  while  the  misstatement  of  age  clause 
in  fact  contested  the  policy  in  part,  and  the  thought  occurred  to 
me  that  possibly  the  case  had  not  been  properly  presented  to  the 
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court.  It  seems  to  me,  if  I  have  correctly  understood  court  deci- 
sions, that  it  is  a  pretty  well-established  principle  of  law  that  an 
insurance  contract  can  insure  a  certain  sum  under  certain  condi- 
tions and  another  sum  under  other  conditions,  and  that  the  deter- 
mination of  which  set  of  conditions  exists  is  not  a  contest  of  the 
claim.  I  wondered  when  reading  the  report  of  this  decision 
whether,  if  that  feature  of  the  case  had  been  played  up  strongly  by 
the  company  in  its  defense,  it  might  not  have  had  some  weight  with 
the  court,  namely,  that  a  settlement  based  upon  the  paragraph  in 
regard  to  a  misstatement  of  age  is  not  a  contest  of  the  policy,  even 
in  part.  It  is  simply  an  effort  to  determine  how  much  the  policy 
did  insure  under  the  conditions  which  actually  existed. 

Referring  to  another  case  mentioned  by  Mr.  Raub,  the  case 
decided  by  the  Appellate  Court  in  Indiana,  I  had  some  connection 
with  that  case  before  it  went  up  on  appeal  the  first  time.  The 
case  was  retried  and  has  gone  up  on  appeal  the  second  time.  I  can 
say  very  positively  that  the  case  was  very  poorly  presented  to  the 
court  in  the  first  instance,  and  I  am  very  firm  in  my  belief,  and  will 
still  remain  so  even  though  the  court  refuses  to  reverse  itself  on 
the  second  appeal,  that  had  it  been  properly  presented  the  decision 
never  would  have  been  rendered.  The  attorney  who  prepared  the 
brief  for  the  higher  court  ignored  any  expert  testimony.  He 
attempted  some  actuarial  explanations  which  were  entirely  incor- 
rect and  left  a  great  many  things  for  the  court  to  determine  for 
itself.  The  opinion  of  the  Appellate  Court  shows  that  the  judges 
of  that  court  took  down  from  their  shelves  a  copy  of  Principles 
and  Practice  of  Life  Insurance,  and  attempted  to  determine  by 
themselves  certain  figures  relative  to  this  contract,  and  the  deci- 
sion shows  very  clearly  that  they  used  the  wrong  table  and  applied 
the  figures  for  an  entirely  different  form  of  policy  to  the  policy  in 
question. 

Mr.  Seitz:  Mr.  President,  I  believe  that  we  do  not  have  a 
correct  conception  of  the  term  "  incontestable."  Is  it  a  case  of 
contesting  the  terms  of  a  contract  when  the  company  informs  the 
beneficiary  that  the  amount  of  death  benefit  will  be  what  the 
policy  says  it  shall  be  ?  If  the  policy  states  that  an  incorrect  age 
adjusts  the  benefit,  the  parties  have  properly  met  before  execution 
of  the  contract  and  the  contract  should  be  binding.     Admitting  the 
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above,  there  appears  no  necessity  for  the  inclusion  of  the  age 
adjustment  in  the  incontestable  clause. 

Mr.  Carr:  Inasmuch  as  I  was  probably  responsible  for  the 
wording  of  this  subject,  I  want  to  say  that  it  was  with  malice  afore- 
thought that  it  was  so  stated.  I  have  felt  strongly  that  our  attor- 
neys are  not  properly  trained  to  present  insurance  cases  in  such  a 
way  that  a  court  could  decide  them  in  accordance  with  the  plainlv 
expressed  intent  of  the  contract.  I  have  read  of  so  many  cases 
where  the  decision  is  against  the  intent  of  the  contract,  as  plainlv 
expressed  as  language  can  express  it,  and  it  seems  to  me  that  the 
lawyers  have  simply  butchered  the  case  because  they  did  not  them- 
selves grasp  the  insurance  point  of  view.  Take  this  particular 
proposition.  We  are  required  to  incorporate  certain  provisions  in 
a  policy.  It  is  a  fair  contract;  it  is  fair  for  both  parties.  A  cer- 
tain indemnity  is  to  be  paid  under  certain  contingencies. 

Why  would  not  a  contract  be  enforcible  that  plainly  provided 
that  the  beneficiary  should  receive  the  amount  of  one  premium  in 
case  the  insured  should  die  by  his  own  hand,  two  thousand  should 
he  die  of  alcoholism,  five  thousand  upon  death  from  any  other 
natural  cause,  or  ten  thousand  should  the  death  be  caused  by 
accident  ?  Would  it  mean  a  contest  of  the  policy  to  claim  the 
right  to  settle  under  the  provisions  governing  the  facts  existing? 
In  other  words,  the  intent — and  that  is  what  I  am  driving  at — of 
the  contract  is  that  under  the  contingency  of  a  misstatement  of 
age  a  certain  amount  different  from  the  so-called  face  of  the  policy 
will  be  paid.  What  we  want  is  light  as  to  how  to  express  the  clear 
intent  of  the  contract  in  language  that  will  be  understandable  by 
everybody,  even  by  the  court. 

Mr.  Cathles:  Mr.  Chairman,  this  incontestability  provision 
caused  me  some  trouble  a  year  or  two  ago  because  of  a  suggestion 
that  to  the  incontestable  clause  should  be  added  an  exception  for 
an  adjustment  "account  misstatement  of  age."  I  know  very  well 
that  a  little  knowledge  is  a  dangerous  thing  and  am  constantly  in 
fear  of  making  a  fool  of  myself  when  I  talk  about  the  laws  as  they 
apply  to  insurance.  It  is  so  easy  to  think  you  know  a  whole  lot 
about  insurance  law,  but  the  point  which  settled  in  my  mind  at 
that  time  and  which  remained  with  me  is  this:  the  law  provides 
that  every  policy  we  issue  shall  contain  a  clause  stating  that  "  this 
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policy  shall  be  incontestable  not  later  than  two  years  from  this 
date,  or  shall  be  incontestable  not  later  than  one  year  from  its 
date  of  issue."  Now,  it  does  not  say  that  the  payment  of  the 
principal  sum  insured  under  this  policy  in  full  shall  not  be  con- 
tested. It  says,  ''this  policy."  Surely  that  is  broad  enough  to 
include  all  the  conditions  as  well  as  all  the  benefits  or  privileges. 
In  a  paper  read  before  the  legal  section  of  the  American  Life  Con- 
vention in  September  by  Mr.  J.  C.  Jones  of  St.  Louis,  one  of  the 
best  insurance  lawyers  in  this  country,  he  pleaded  for  the  education 
of  the  legal  profession  in  actuarial  matters.  One  wonders  why  that 
has  not  long  since  been  an  indispensable  qualification  for  appoint- 
ment as  attorney  for  a  life  insurance  company.  I  should  like  to 
suggest  that  the  president  of  the  Institute  take  up  with  the  con- 
tributing companies  who  have  the  right  to  send  a  representative 
to  our  meetings,  the  desirability  and  advisability  of  having  their 
attorneys  attend  our  meetings. 

Mr.  Draper:  I  should  like  simply  to  emphasize  what  Mr. 
Seitz  and  Mr.  Buttolph  have  said  in  regard  to  fully  educating  and 
instructing  the  attorneys  presenting  cases  to  the  courts. 

I  have  had  some  experience  in  important  cases  here  in  Chicago, 
and  have  had  some  interesting  cases  related  to  me  recently,  which 
show  the  difficulty  that  the  courts  labor  under  in  trying  to  grasp 
the  insurance  principles  of  the  cases  presented  to  them.  It  has 
to  be  a  slow  process  on  the  part  of  counsel  to  get  the  basic  ideas 
so  carefully  and  fully  presented,  that  the  court  can  grasp  them. 

A  case  occurred  here  in  Chicago  where  I  was  simply  an  inter- 
ested spectator.  I  heard  the  various  pros  and  cons;  affidavits  were 
being  presented  every  ten  or  fifteen  minutes  by  one  side  or  the 
other,  and  it  was  evident  that  the  court  was  in  a  daze.  An  impor- 
tant feature  of  the  case  was  the  decrease  of  non-ledger  assets  of  a 
company,  because  of  the  clearing  off  of  quite  a  large  volume  of 
temporary  business  that  had  been  written  the  previous  year,  with, 
of  course,  the  corresponding  reduction  of  the  liability  in  the  reserve 
item,  and  the  plaintiffs  brought  suit  for  a  receivership  because  of 
the  dissipation  of  the  assets.  It  was  a  very  difficult  matter  to 
make  that  court  see  that  the  reduction  of  the  deferred  and  not- 
collected  premium  item  was  offset  by  the  corresponding  reduction 
of  the  reserve,  but  it  was  the  point  upon  which  the  case  hinged. 
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The  attorneys  for  the  defendants  requested  me  to  prepare  an  affi- 
davit, giving  a  detailed  explanation  of  these  items,  which  was  done, 
and  the  case  has  been  decided  in  favor  of  the  defendants.  In 
many  cases  an  actuary  can  be  of  much  assistance  to  the  counsel,  in 
the  preparation  of  cases,  for  both  settlement  and  trial. 

Mr.  Seitz:  Mr.  President,  in  the  latter  part  of  this  question 
where  it  refers  to  the  departmental  rulings  altering  the  plainly 
expressed  intent  of  the  policy  contracts,  I  do  not  see  how  that 
could  be  possible.  It  probably  refers  to  cases  similar  to  the  one 
which  I  will  relate. 

The  Indiana  law  requires  that  the  policy  shall  contain  some- 
thing to  this  effect:  ''Payable  upon  receipt  of  due  proof  of  death 
and  interest  of  claimant."  I  should  think  that  the  claimant  must 
prove  his  interest  before  payment  is  made.  It  is  incident  to  paying 
the  claim  that  the  claimant  must  make  himself  known. 

I  put^the  entire  above  verbiage  in  the  policy  form  in  order  to 
have  it  uniform  and  submitted  it  to  all  insurance  departments. 
One  of  the  insurance  departments  said  that  we  should  omit 
"interest  of  the  claimant."  If  that  is  done,  it  leaves  the  company 
in  a  very  doubtful  position  in  not  being  able  to  force  the  claimant 
to  show  his  interest.  I  should  like  to  hear  from  Mr.  Raub  as  to 
whether  "interest  of  claimant"  might  refer  to  the  determination 
of  the  proper  party  or  to  insurable  interest. 

Mr.  Cathles:     Is  that  the  Texas  law? 

Mr.  Seitz:     That  is  in  the  Indiana  law. 

Mr.  Cathles:  That  clause  went  into  the  Texas  law  at  my 
suggestion  because  of  the  insistence  of  a  very  powerful  politician, 
who  was  backing  the  new  code  of  laws  in  Texas  in  1909,  and  insist- 
ing that  all  policy  claims  should  be  paid  practically  by  return  mail. 

Mr.  Seitz:  Did  you  have  in  mind  that  verbiage  in  the 
Indiana  law  when  you  asked  to  have  that  incorporated  in  the 
Texas  law  ? 

Mr.  Cathles:    No;  I  did  not  know  it  was  in  the  Indiana  law. 

Mr.  Raub:     I  think  that  is  a  usual  phrase. 

Mr.  Carr:  I  can  give  you  the  history  of  that  in  Indiana. 
I  couldn't  give  you  the  particular  reason  for  it,  but  that  was  a 
suggestion,  I  understand,  by  Mr.  Wynn  of  the  State  Life. 

Mr.  Cathles:  I  simply  had  in  mind  the  usual  payment 
statute.     They  said  a  death  claim  should  be  paid  upon  due  proof 
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of  death.  I  wanted  time  to  make  the  claimant  prove  his  title 
and  to  make  any  necessary  investigations.  The  Texas  law  now 
allows  thirty  days. 

Mr.  Stayman:  Our  Indiana  law  says  "understatement"  in 
place  of  "misstatement"  of  age. 

Mr.  Raub:  In  the  first  place,  for  fear  that  there  might  be  a 
misunderstanding,  I  should  just  like  to  say  a  few  words.  "One 
swallow  doesn't  make  a  summer,"  and  the  fact  that  a  certain  court 
renders  a  decision  which  is  at  variance  with  the  established  law 
should  not  be  taken  too  seriously.  It  would  be  impossible  to 
frame  our  policy  contracts  so  that  we  could  avoid  the  effect  of 
what  might  be  called  freak  decisions.  We  must  remember  that 
there  are  nearly  one  hundred  supreme  or  appellate  courts  in  this 
country,  and  a  multitude  of  lower  courts  whose  decisions  are  pub- 
lished in  these  different  trade  journals  from  time  to  time.  An 
attempt  to  conform  to  all  of  these  various  decisions  would.be  futile. 
We  should  be  unable  to  write  any  form  of  policy  at  all.  There  are 
hundreds  of  cases  bearing  upon  misstatement  of  age,  where  the 
claims  were  settled  in  conformity  with  the  policy  provisions  and 
the  question  of  incontestability  never  thought  of.  Many  of  you 
have  settled  claims  under  this  very  clause,  and  adjusted  the  pay- 
ment to  the  correct  age,  and  there  has  never  been  any  question 
raised  about  it. 

The  question  Mr.  Buttolph  spoke  of  a  moment  ago  is  certainly 
one  that  must  be  guarded  against.  In  one  or  two  cases  the  courts 
have  said  that  there  was  a  contest  even  though  settlement  was 
offered  exactly  in  accordance  with  the  policy  contract. 

In  reference  to  the  question  Mr.  Buttolph  raised,  I  do  not  know 
of  any  contract  that  is  as  little  understood  by  the  ordinary  lawyer 
as  a  contract  of  insurance.  It  is  surprising.  The  ordinary  lawyer 
does  not  know  the  difference  between  a  twenty-payment  life  and 
an  ordinary  life  contract.  He  does  not  understand  the  meaning 
of  the  ordinary  phrases  current  in  the  insurance  contracts.  There 
is  a  reason  for  it,  which  Mr.  Jones  mentioned  in  the  talk  he  gave. 
The  law  schools  have  never  taken  up  as  a  part  of  their  course  the 
study  of  insurance,  excepting  in  a  most  cursory  and  general 
manner.  Mr.  Jones  advocated  a  short  course  of  actuarial  sci- 
ence to  be  taught  in  the  law  schools,  in  connection  with 
insurance  law. 
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Mr.  Stavman:  My  company  has  never  detected  a  misstate- 
ment of  age  where  a  copy  of  the  application  is  attached  to  the 
policy.  The  beneficiary  is  in  possession  of  a  record  of  the  insured's 
statement  relative  to  the  date  of  birth,  and  usually  inserts  this 
date  in  the  claim  blank.  Of  course,  this  would  not  apply  to  the 
older  policies  where  a  copy  of  the  application  was  not  attached. 

Mr.  Hyde:  We  have  had  several  cases  where  there  was  some 
difficulty  even  where  the  application  has  been  attached  to  the 
policy. 

Mr.  Stayman:    We  never  had  one. 

Mr.  Hyde:  We  have  had  several  where  the  application  was 
attached.     We  have  had  misstatements  of  age  even  then. 

Mr.  Stayman:  We  never  had  one,  but  they  were  very  fre- 
quent in  the  older  policies  where  the  application  is  not  attached 
to  the  policy. 

Mr.  Hyde:  They  get  out  both  papers  and  send  them  in  with 
the  proof  of  death.  In  one  case  the  age  given  in  the  applica- 
tion was  one  or  two  years  less,  I  know. 

Mr.  Bowerman:  I  know  of  a  company  that  issued  a  policy, 
the  incontestable  clause  of  which  was  worded  as  follows:  "After 
one  year,  this  policy  shall  be  indisputable  for  the  breach  of  any  of 
the  provisions  thereof." 

The  person  insured  under  said  policy  paid  premiums  thereon 
for  one  year  and  nine  months  and  then  allowed  it  to  lapse  for  non- 
payment of  premium  then  due.  The  insured  died  more  than  two 
years  after  he  ceased  to  pay  the  premiums  called  for  by  the  policy 
contract. 

The  beneficiary  then  sued  the  company  for  the  whole  amount 
of  the  policy.  She  claimed,  through  her  attorney,  that  payment 
of  premiums  was  not  necessary  to  keep  the  policy  alive,  but  that 
the  insured's  mere  agreement  to  pay  was  sufficient.  This  view, 
she  claimed,  is  strengthened  by  the  stipulation  of  the  policy  pro- 
viding that  "after  one  year  this  policy  shall  be  indisputable  for  the 
breach  of  any  of  the  provisions  thereof." 

The  case  was  decided  in  favor  of  the  company  in  the  lower 
court  and  the  plaintiff  then  carried  it  to  the  Court  of  Appeals  in 
the  state  where  it  was  first  tried.  The  Court  of  Appeals  held  that 
an  insurance  company  is  dependent  on  the  receipt  of  premiums  for 
the  money  with  which  it  conducts  its  business  and  pays  its  death 
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losses.  If  the  construction  contended  for  should  be  adopted,  the 
same  rule  would  have  to  be  applied  to  all  policies  of  a  like  character. 
The  company  would  be  forced  into  the  position  where  it  would  have 
but  little,  if  any,  means  out  of  which  to  pay  its  death  losses.  The 
court  held  that  the  provision  in  regard  to  the  policy  being  indis- 
putable for  a  breach  of  any  of  its  provisions  applies  only  if  the 
policy  itself  is  in  force.  It  does  not  apply  to  the  non-payment  of 
premiums  which  are  absolutely  necessary  to  keep  the  policy  alive, 
and  to  enable  the  company  to  continue  its  business.  On  the  con- 
trary, it  is  perfectly  manifest  that  the  payment  of  premiums  was  a 
condition  precedent  to  the  continuance  of  the  risk.  That  being 
true,  it  was  necessary  for  the  plaintiff  to  allege  payment  or  some 
adequate  excuse  for  non-payment. 

Judgment  affirmed. 

The  Annual  Report  of  the  Superintendent  of  Insurance  of  the 
Dominion  of  Canada  for  the  year  ending  December  31,  1899,  on 
pa5e  xxxii,  gives  the  judgment  of  the  Privy  Council  of  England  in 
full  relating  to  the  questions  of  insurable  interest,  wagering  policies, 
and  the  incontestable  clause  in  life  policies  in  connection  with  the 
case  Anctil  v.  the  Manufacturer's  Life  Insurance  Company,  Law 
Reports  (English)  Appeal  Cases,  1899,  p.  604,  July  28,  1899. 

This  case  was  carried  through  four  different  courts  before  it 
went  to  the  Privy  Council  of  England.  The  final  decision  was  that 
the  policy  was  null  and  void,  having  been  entered  into  with  the 
appellant  in  his  own  name,  for  his  own  benefit,  and  he  having  no 
insurable  interest  in  the  life  of  Pettigrew;  that,  although  the 
incontestable  clause  of  the  policy  was  a  good  answer  to  innocent 
misrepresentations,  nevertheless  it  was  not  a  good  answer  to  the 
allegation  that  the  policy  was  a  wager  policy;  and  that  the  policy 
was  a  wager  policy,  in  which  the  appellant,  the  payee,  had  no  insur- 
able interest.  The  rule  of  the  code  rests  upon  general  principles  of 
public  policy  or  expedience  which  cannot  be  defeated  by  the  private 
convention  of  the  parties.  Any  other  view  would  lead  to  the  sanc- 
tion of  wager  policies. 

By  Art.  2590  of  the  Civil  Code  of  Lower  Canada  it  was  enacted 
in  regard  to  life  assurance:  The  insured  must  have  an  insurable 
interest  in  the  life  upon  which  the  assurance  is  effected.  He  has 
an  insurable  interest  in  the  life — (1)  of  himself;  (2)  of  any  person 
upon  whom  he  depends,  wholly  or  in  part,  for  support  or  education; 
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(3)  of  any  person  under  legal  obligation  to  him  for  the  payment  of 
money,  or  respecting  the  property  or  services  which  death  or  illness 
might  defeat  or  prevent  the  performance  of;  (4)  of  any  person 
upon  whose  life  any  estate  or  interest  in  the  insured  depends. 

The  previous  extracts  from  the  decision  just  described  are  given 
so  that  some  idea  of  the  nature  thereof  may  be  formed  without  the 
trouble  of  referring  to  the  original  decision. 

Another  case  where  the  so-called  incontestable  clause  will  not 
prevent  the  company  from  successfully  resisting  payment  of  a 
death  claim  is  where  the  insured  commits  suicide  while  sane.  This 
case  is  reported  in  full  in  the  Annual  Report  of  the  Superintendent 
of  Insurance  of  the  Dominion  of  Canada  for  the  year  ending  Decem- 
ber 31,  1897,  on  page  32,  also  on  page  140  of  the  United  States 
Reports,  Vol.  169. 

This  is  a  very  interesting  decision  of  the  Supreme  Court  of  the 
United  States  and  it  will  well  repay  a  careful  perusal  by  anyone 
interested  in  the  subject  to  which  it  refers.  This  was  an  action 
brought  by  A.  Howard  Ritter  to  recover  $75,000  from  the  Mutual 
Life  of  New  York  upon  the  death  of  William  M.  Runk  who,  it  was 
held,  committed  suicide  while  sane. 

ADVERTISING:    (A)  HOW  MUCH  ADVERTISING  SHOULD  A 

COMPANY  DO?     (B)  THE  VALUE  OF  DIFFERENT 

METHODS  OF  ADVERTISING 

Mr.  Carr:  Mr.  President,  when,  a  few  moments  ago,  I  asked 
you  to  call  on  me  to  start  this  discussion,  it  was  with  the  clear 
purpose  of  entirely  ignoring  the  subject  of  advertising,  but  to  use 
the  opportunity  to  make  some  statements  in  reference  to  the  pro- 
gram for  this  meeting. 

There  have  been  a  number  of  more  or  less  good  excuses  offered 
by  some  who  have  participated  in  the  discussions,  the  principal 
cause  for  complaint  being  the  lack  of  time  allowed  for  preparation. 

The  members  of  the  present  committee  are  rather  widely 
separated,  geographically,  no  two  being  residents  of  the  same  city, 
and  therefore  the  making  up  of  a  program  requires  a  longer  time 
than  might  be  necessary  under  other  conditions. 

The  desire  of  this  committee,  naturally,  is  to  present  subjects 
for  informal  discussion  that  will  arouse  the  widest  interest  and 
consequent  participation  of  the  membership.     When  this  plan  of 
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informal  discussions  was  launched,  it  was  the  thought  that  each 
and  every  member  would  at  one  time  or  another  submit  suggestions 
as  to  subjects  for  discussion,  and  the  only  duty  of  the  committee 
would  be  to  select  from  the  mass  of  material  at  hand  such  subjects 
as,  in  its  opinion,  would  appeal  to  the  largest  number  of  members. 

Were  this  duty  the  only  one  the  committee  was  called  upon  to 
perform,  it  would  still  be  charged  with  sufficient  responsibility. 
I  have  been  unfortunate  enough  to  serve  on  this  committee  for  at 
least  two  years,  and  it  is  always  a  gamble  as  to  which  of  the  sub- 
jects finally  selected  will  arouse  the  most  interest  and  discussion. 
Certain  subjects  that  the  committee  may  be  unanimous  in  believing 
will  arouse  the  liveliest  interest  will  receive  meager  attention  when 
brought  up  for  discussion;  while  other  subjects  that  have  been  put 
on  the  program,  practically  to  fill  up  space,  will  be  discussed  at 
greater  length  than  all  the  others  combined. 

As  a  matter  of  fact,  the  anticipated  flood  of  suggestions  has 
never  materialized.  Of  the  subjects  for  discussion  on  the  present 
program,  only  three  came  from  the  membership  at  large,  the 
remainder  being  supplied  by  the  committee  itself  after  waiting 
until  the  last  possible  moment  for  outside  suggestions.  Invariably, 
however,  after  the  program  has  gone  to  the  printer,  a  number  of 
suggestions  will  be  received,  and  it  is  for  this  reason  that  this  year 
the  committee  waited  until  it  felt  it  dared  do  so  no  longer  for  the 
suggestions  it  felt  sure  would  be  forthcoming  immediately  after 
the  program  was  made  up.  I  may  say  in  passing  that  in  spite  of 
the  late  day  at  which  the  program  was  finally  completed,  a  number 
of  suggestions  were  afterward  received,  at  least  two  of  which  would 
have  added  greatly  to  the  interest  of  this  program. 

There  is  also  another  side  to  this  question  of  the  time,  or  lack 
of  it,  allowed  for  preparation  by  such  members  as  are  asked  to  lead 
in  the  discussion  of  these  subjects.  I  will  confess  that  possibly  the 
gentlemen  who  were  asked  to  discuss  the  formal  papers  presented 
at  the  June  meeting  were  given  little  time  for  preparation;  but  I 
believe  that  the  Institute  will  agree  with  me  that,  judging  from  the 
papers  presented,  the  time  allowed  was  ample.  Furthermore,  I 
have  a  shrewd  suspicion  that  even  had  more  time  been  allowed 
them  they  would  have  begun  their  preparation  little,  if  any,  in 
advance  of  the  date  forced  upon  them  by  the  delay  of  the  com- 
mittee. 
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In  reference  to  the  informal  discussions,  I  have  understood  it 
to  be  the  thought,  at  least  in  the  beginning,  that  they  would  be  in 
reality  informal  discussions  and  not  more  or  less  carefully  prepared 
papers,  which  would  operate  to  limit  the  discussions  to  those  who 
have  thus  armed  themselves. 

On  the  present  program,  in  order  to  accentuate  this  idea  a  new 
topic,  "  Miscellaneous  Subjects,"  has  been  introduced,  under  which 
topic  it  is  hoped  that  anyone,  Fellow,  Associate,  or  Contributing 
Member,  will  feel  free  to  submit  a  question,  the  answer  to  which 
will  be  of  interest  to  him,  and  perhaps  others,  or  which  may  bring 
forth  an  expression  of  varying  opinions  that,  when  taken  as  a 
whole,  will  be  illuminating  to  all;  in  short,  such  discussions  as  are 
had  in  little  groups  in  the  corner  of  the  room  or  the  corridor  or 
across  a  round  table,  where  a  cooling  beverage  permits  of  some  of 
the  warmest  discussions. 

In  closing  I  want  to  urge  upon  the  membership  at  large  that 
it  give  greater  assistance  to  its  committee  in  making  up  the  various 
programs,  not  only  by  submitting  prepared  papers,  but  in  helping 
to  make  up  a  program  that  will  contain  timely  and  interesting 
topics  for  informal  discussions,  and  follow  this  up  by  really  partici- 
pating in  such  discussions.  The  informal  presentation  of  views  on 
any  subject  will  make  these  meetings  worth  while  to  the  other 
members,  and,  especially  in  the  cases  of  younger  members  and 
those  not  so  used  to  a  public  expression  of  their  ideas,  extremely 
valuable  to  the  speaker  himself. 

Xow  as  to  the  subject  I  was  supposed  to  discuss,  namely, 
'"Advertising,"  although  several  members  were  asked  shortly  in 
advance  of  the  meeting  to  express  their  views,  no  one  has  indicated 
a  willingness  to  do  so  to  the  committee,  but  I  am  sure  that 
there  are  many  present  who  have  ideas  that  would  be  well 
worth  listening  to.  As  for  myself,  I  am  not  prepared  to  lead  the 
discussion. 

Mr.  Cathles:     Didn't  you  give  yourself  enough  notice? 

Mr.  Carr:  I  am  afraid  not;  and  besides,  I  have  used  sufficient 
of  your  time.  This  subject  was  suggested,  as  I  recall,  by  Mr. 
Pattison,  a  member  of  the  committee,  who  stated  that  it  might  be 
used  to  complete  the  program,  and  it  seems  to  me  that  the  subject 
could  easily  offer  a  wide  field  for  discussion  and  I  have  no  doubt 
that  a  volunteer  or  two  can  be  secured  to  start  the  ball  rolling. 
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Mr.  Pattison:  I  have  the  misfortune  to  be  one  of  the  mem- 
bers of  the  Program  Committee  and  will  plead  guilty  to  having 
suggested  this  subject  for  informal  discussion,  along  with  a  number 
of  other  subjects.  The  actuary  of  a  company  not  infrequently  has 
the  question  asked  him,  "Can  we  spend  $10,000  this  year  for 
advertising  ?"  Now  the  actuary  has  to  have  some  basis  on  which 
to  determine  his  answer.  I  understand  that  it  is  not  an  uncommon 
practice  in  answering  this  question  to  assume  that  a  life  insurance 
company  should  set  aside  a  fixed  percentage  of  its  premium  income 
for  advertising  purposes,  the  percentage  usually  selected  being 
1  per  cent  of  the  gross  premium  income.  The  idea  which  I  had  in 
mind  in  suggesting  this  topic,  and  in  suggesting  that  it  should  be 
subdivided  in  the  way  that  we  have  it  on  the  program,  was  in  order 
that  we  might  obtain  an  expression  of  the  opinions  of  the  different 
members  of  this  Institute  as  to  the  advisability  of  having  a  rule 
similar  to  the  one  mentioned,  and  to  learn  the  different  methods 
used  by  them  in  practice  in  determining  the  amount  to  be  expended 
in  this  manner.  It  also  occurred  to  me  that  a  not  inconsiderable 
proportion  of  the  money  expended  by  life  insurance  companies  for 
the  purpose  of  general  publicity  might  seem  to  be  wasted,  and  that 
it  would  be  a  good  thing  to  have  an  interchange  of  ideas  on  the 
different  methods  of  keeping  the  names  of  the  individual  companies 
and  the  desirability  of  life  insurance  before'  the  eyes  of  the  public. 

The  above  rule  would  seem  to  be  a  very  arbitrary  way  of 
arriving  at  the  amount  which  should  be  expended  for  advertising 
purposes  and,  in  my  judgment,  would  usually  provide  a  smaller 
fund  than  could  advantageously  be  expended  for  purposes  of  this 
kind.  I  believe  that  judicious  and  well-thought-out  advertising 
can  be  used  in  the  business  of  life  insurance  more  every  year  and 
certainly  to  a  greater  extent  than  we  have  been  using  it.  The  right 
kind  of  advertising  will  produce  permanent  results,  accruing  from 
year  to  year,  and  will  not  only  help  the  production  of  an  agency 
force,  but  will  materially  aid  in  retaining  old  business  on  the  books 
of  the  company.  Advertising  properly  worked  out  will  help  the 
percentage  of  renewals  more  than  anything  else.  It  is  very  diffi- 
cult indeed  to  arrive  at  any  basis  from  which  to  determine  the 
approximate  amount  which  a  company  should  spend  for  purposes 
of  this  kind.  The  surplus  funds  of  a  company  should  certainly 
be  taken  into  account  in  determining  the  amount  of  advertising 
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expenditure.  A  company  with  very  little  surplus  would  hardly 
feel  disposed  to  spend  very  much  money  in  the  way  of  adver- 
tising. 

I  need  not  say  anything  about  controversional  advertising, 
because  I  believe  we  are  all  of  one  mind  on  that  subject — that  it  is 
bad  and  accomplishes  little  or  no  good,  and  in  many  cases  positive 
harm. 

There  is  a  form  of  advertising  advocated  by  the  Life  Under- 
writers Association.  Their  suggestion  is  that  the  members  of  the 
local  associations  in  each  community  should  get  together  and 
advertise  life  insurance;  not  for  any  individual  company,  but  for 
the  good  of  the  insurance  business  as  a  whole.  This  is  a  move  in 
the  right  direction.  This  kind  of  advertising  would  do  a  great 
deal  to  improve  the  quality  of  agency  work,  and  would  probably 
produce  better  results  than  local  advertising  by  individual  com- 
panies. 

I  believe  it  to  be  an  axiom  in  advertising  that  spasmodic  adver- 
tising is  of  little  value.  To  do  good  advertising  we  should 
advertise  continuously.  It  would  be  folly  to  spend  $10,000  for 
advertising  this  year  and  nothing  the  following  year.  It  would  be 
better  judgment  to  spend  85,000  each  year  for  that  purpose. 

A  form  of  advertising  in  general  use  is  the  distribution  of  life 
insurance  calendars.  This  advertising  is  continuous  and  the  calen- 
dars are  a  permanent  advertisement  to  the  policy  holders  them- 
selves. They  help  to  create  a  good  impression  of  the  company  in 
the  minds  of  its  own  policy  holders,  as  well  as  of  the  general  public. 
Life  insurance  calendars  properly  handled  are  good  advertising. 

Recently  a  number  of  the  companies  have  been  preparing 
special  policy  holders'  editions  of  their  agency  paper,  sending  a 
copy  to  each  policy  holder.  Some  companies  issue  a  special  policy- 
holders' edition  annually,  and  others  twice  a  year,  or  oftener.  If 
the  proper  care  is  taken  in  the  editing  of  a  policy-holders'  paper,  I 
believe  that  this  is  the  best  possible  method  of  advertising  that  a 
life  insurance  company  can  do.  The  policy-holders'  edition  of  a 
company  paper  will  lie  around  on  the  policy-holder's  table  where 
it  will  be  seen  by  his  friends,  neighbors,  and  himself,  and  it  will 
create  an  impression  in  his  mind  in  regard  to  the  stability  and 
business  relationships  of  the  company  with  which  he  is  connected, 
which  nothing  else  can  do.     This  is  a  method  of  advertising  at 
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comparatively  little  cost  and  one  which  cannot  help  but  have  a  cer- 
tain influence  on  the  renewal  of  old  business. 

Mr.  Vineberg:  My  first  experience  in  life  insurance  was  in 
the  office  of  an  agent  who  did  considerable  newspaper  advertising. 
His  standard  type  of  advertisement  was  short  and  well  displayed 
and  attracted  a  great  deal  of  attention,  the  truth  of  this  latter 
statement  being  evidenced  by  frequent  opinions  expressed  by 
business  men  of  the  city.  These  ads  were  inserted  daily,  but  at 
intervals  a  quarter-page  or  a  half-page  was  used.  This  campaign 
was  in  force  during  the  four  years  I  was  employed  in  the  office, 
and  in  that  time  I  know  of  only  one  inquiry  that  came  in  un- 
solicited and  that  was  from  a  man  who  was  tubercular.  So  there 
was  not  one  policy  that  was  written  directly  as  the  result  of  the 
advertising.  But  the  idea  was  not  abandoned.  I  have  kept  in 
touch  with  my  old  employer  and  in  answer  to  my  inquiries  as  to 
the  results  from  advertising  I  am  told  that  they  are  just  about  the 
same  as  ever,  except,  that  through  special  displays,  he  has  been 
able  to  sell  a  fair  volume  of  term  insurance  to  business  men. 

In  contrast  to  the  experience  just  given,  we  at  one  time  sent 
out  circulars  to  all  the  members  of  a  commercial  travelers'  asso- 
ciation, advertising  an  accident  policy;  and  the  commissions  on 
the  first  premiums  that  we  wrote  directly  as  a  result  of  those  cir- 
culars, without  further  solicitation,  were  more  than  sufficient 
to  pay  all  the  cost  of  the  circulars — postage,  time,  and  every- 
thing else. 

As  to  Section  A  of  the  question,  "How  much  advertising  should 
a  company  do  ?  "  would  not  that  depend  upon  the  purpose  for  which 
the  advertising  is  done  ?  If  a  company  is  advertising  for  the  pur- 
pose of  getting  new  business,  is  not  the  cost  of  that  publicity  merely 
part  and  parcel  of  the  larger  question  as  to  how  much  should  a 
company  pay  for  new  business  ?  Whatever  is  spent  in  advertising 
should  reduce  by  that  amount  the  amount  to  be  expended  in  other 
ways  for  the  obtaining  of  business.  Generally  speaking,  the  effect 
would  be  to  reduce  the  agent's  compensation.  If  the  company's 
advertising  is  for  the  purpose  of  keeping  business  on  the  books,  is 
not  its  cost  part  of  the  question  as  to  how  great  a  renewal  charge 
we  should  have  ?  If  we  are  willing  that  our  renewal  charge  be  7§ 
per  cent  of  the  premium  and  we  are  spending  1  or  2  per  cent  in 
advertising  for  that  purpose,  it  only  means  that  the  commissions 
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or  any  other  charges  would  simply  have  to  be  reduced  by  that 
amount. 

Mr.  Webb:  I  think  while  listening  to  these  remarks  that 
there  has  been  one  point  overlooked,  and  that  is,  isn't  there  a 
rather  larger  aspect  to  this  question  of  advertising  than  seems  to 
have  been  discussed  here?  Isn't  there  the  larger  aspect,  what  we 
might  call  publicity,  of  which  this  special  advertising  only  seems 
to  be  a  part  ?  And  in  considering  the  question  of  money  that  any 
company  should  spend  annually  on  advertising,  it  seems  to  me  it 
would  be  better  to  put  it  this  way:  How  much  money  would  the 
company  spend  for  publicity?  That  would  include  this  special 
form  of  advertising,  and  also  include  the  money  spent  on  either 
general  or  state  or  city  agency  meetings,  and  meetings  in  the  form 
of  dinners  to  persons  in  different  sections  of  the  country  and  in  the 
various  cities  of  the  country  interested  in  that  particular  company, 
all  of  which  is  a  form  of  advertising,  but,  it  seems,  is  better  described 
as  publicity.  The  remarks  heard  so  far  seem  to  refer  only  to  the 
actual  advertising  in  the  technical  sense  of  the  word  advertising. 

Mr.  Seitz:  I  supposed  that  this  topic  meant  display  adver- 
tising. Advertising  will  show  no  returns  for  your  money  if  you 
cannot  follow  it  up.  Advertising  in  the  city  of  Chicago  by  the 
Security  Life  would  be  like  throwing  money  into  Lake  Michigan. 
There  are  over  two  million  people  in  this  city.  The  number  of 
insured  we  will  say  is  around  a  million.  The  number  of  agents 
we  should  have  to  employ  and  the  commissions  we  should  have  to 
pay  would  be  so  great  that  we  should  get  no  returns  from  the 
advertising.  It  might  be  different  if  we  advertised  in  a  local  paper, 
such  probably  as  your  church  organization  or  club  publishes.  The 
locality  probably  could  be  canvassed. 

Mr.  Woollen:  I  am  somewhat  surprised  at  being  asked  to 
speak  on  this  subject.  I  have,  however,  had  some  experience  in 
the  matter  in  connection  with  my  work.  We  have  lately  heard 
a  great  deal  about  the  unwisdom  of  advertising  in  our  trade 
journals.  The  fact  remains,  however,  that  the  insurance  business 
needs  trade  journals,  and  if  they  are  to  exist  they  must  be  sup- 
ported by  the  insurance  companies.  A  proper  discrimination, 
however,  should  be  exercised  to  the  end  that  those  publications 
capable  of  rendering  real  service  to  the  business  or  to  the  particular 
company  in  question  be  supported.     Unfortunately,  this  practice 
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is  not  uniformly  followed  today  and  much  of  the  money  spent  in 
this  form  of  advertising  is  dissipated.  Our  company  does  not 
advertise  for  the  purpose  of  securing  agents,  but  for  the  sole  pur- 
pose of  keeping  its  name  before  the  insurance  public,  and  when  we 
have  done  that,  we  feel  that  we  have  had  value  received. 

I  have  wondered  just  why  this  subject  was  on  the  program, 
but  if  its  discussion  can  result  in  the  elimination  of  the  indiscrimi- 
nate talk  against  trade  journal  advertising  and  a  more  careful  con- 
sideration of  the  subject  from  all  its  angles,  I  believe  that  a  real 
service  will  be  rendered  the  insurance  business  in  general. 

Mr.  Seitz:  Mr.  President,  I  think  we  should  have  on  record 
more  emphasis  on  the  matter  of  trade  journals.  A  business 
requires  trade  journals.  One  of  the  purposes  of  the  trade  journals 
should  be  to  mold  public  opinion  in  the  matter  of  insurance  in 
such  a  way  that  they  will  present  to  the  public  at  all  times  the 
correct  principles  of  the  business  of  life  insurance. 

I  think  we  ought  to  support  the  life  insurance  journals  for  this 
reason:  The  office  of  the  managing  or  state  editor  of  the  news- 
paper is  full  of  exchanges.  If  you  read  the  various  editorials  in 
any  one  paper  you  will  become  impressed  with  the  fact  that  his 
remarks  cover  an  infinite  number  of  subjects,  that  his  knowledge 
must  be  enormous  to.  be  able  to  cope  with  the  various  subjects' 
covered  in  his  editorials.  It  is  almost  inconceivable  that  he  has 
grasped  the  details  of  those  various  subjects.  He  must  of  necessity 
consult  some  expert,  some  authority  in  the  business  about  which 
he  is  writing.  Where  does  he  get  his  information  ?  He  gets  his 
information  from  the  exchanges,  which  are  thought  to  be  the 
authorities  in  their  various  lines. 

There  are  insurance  journals  with  which  you  are  familiar,  and 
which  represent  the  conservative  element  in  life  insurance.  They 
stand  for  liberality.  They  stand  for  justice  both  for  the  policy 
holder  and  for  the  company.  It  is  worth  something  to  the  business 
to  have  protection.  Therefore,  these  insurance  journals  should  be 
supported,  not  for  the  entire  purpose  of  securing  money  value 
return  in  the  form  of  agents,  but  for  the  purpose  of  protection  and 
prevention,  so  that  if  anything  comes  before  the  public  the  insurance 
companies  will  have  a  trade  journal  to  properly  submit  the  matter 
to  it.  An  editor  of  a  newspaper  will  read  a  standard  life  insurance 
journal  and  will  take  it  as  an  authority,  whereas  a  personal  or 
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official  letter  would  be  considered  biased  and  would  receive  link- 
consideration.  Therefore  I  agree  with  Dr.  Woollen  that  we  should 
not  discard  the  insurance  journal,  but  should  try  to  have  fewer 
and  more  efficient  ones. 

Mr.  Cathles:  My  experience  has  been  somewhat  like 
Mr.  Woollen's  in  regard  to  the  number  of  advertising  contracts  that 
my  company  had  and  now  has.  I  have  the  misfortune  of  being 
placed  in  charge  of  all  advertising  matter  in  our  company.  Some 
six  or  eight  years  ago  I  found  about  eight  contracts  and  there  are 
now  four.  But  I  perhaps  have  spent  or  supervised  the  spending  of 
more  money  in  advertising  than  most  of  our  company  executives, 
having  been  secretary  of  a  publicity  campaign  in  Texas  where  we 
did  co-operative  educational  advertising.  I  suppose  I  have  more 
advertising  salemen  interview  me  than  any  other  kind  of  salesmen, 
and  they  are  among  the  smoothest  of  the  whole  lot,  the  most  per- 
suasive. I  am  a  member  of  advertising  clubs  and  have  done  my 
best  to  understand  the  subject  of  advertising.  I  may  have  arrived 
at  an  entirely  wrong  conclusion,  but  I  have  arrived  at  the  conclu- 
sion that  90  per  cent  of  the  money  spent  on  advertising  by  life 
insurance  companies  is  wasted.  W7hen  you  really  go  into  the 
question  of  circulation  of  a  newspaper  and  figure,  as  Mr.  Woollen 
suggests,  exactly  how  many  people  will  read  an  ad  and  the  time  that 
they  will  read  it,  then  you  will  find  out  something  about  advertising. 
The  morning  paper  will  be  read  hurriedly  at  the  breakfast  table 
and  perhaps  never  seen  afterward.  You  will  be  impressed  with  the 
tremendous  waste  of  the  ordinary  form  of  advertising  in  news- 
papers. Mr.  Seitz  is  absolutely  right  in  saying  that  advertising 
that  cannot  be  followed  up  personally  is  almost  entirely  wasted. 
I  have  experimented  by  placing  advertising  in  the  hands  of  local 
agents,  thinking  that  surely  there  one  would  get  the  follow-up, 
especially  if  you  allow  the  agent  to  take  the  ad  to  the  local  news- 
paper man  and  have  his  own  name,  almost  to  the  exclusion  of  the 
company's  name,  placed  at  the  foot  of  the  ad.  But  the  results 
of  even  that  kind  of  newspaper  advertising  were  disappointing, 
although  I  am  still  hopeful  that  the  general  and  under-the-surface 
results  will  repay  the  cost,  which  is  a  very  small  fraction  of  the  cost 
of  advertising  in  papers  in  larger  cities.  It  hardly  pays  you,  I 
should  think,  to  advertise  in  the  larger  cities,  where  the  rates  are 
as  high. 
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The  less  you  put  in  an  advertisement  the  more  people  will  read 
it.  Insurance  men,  I  think,  just  as  much  as  the  average  man,  will 
turn  with  distaste  from  an  ad  which  forces  them  to  spend  much 
time  and  use  much  effort  in  finding  out  what  is  meant. 

There  is  a  common  mistake  that  life  insurance  companies,  in 
my  opinion,  make  in  advertising,  viz.:  We  all  assume  that  every- 
body is  just  as  much  interested  in  our  business  as  we  are  ourselves 
when  we  advertise,  and  that  is  very,  very  far  from  being  the  fact. 
If  you  want  to  get  a  man's  attention  quickly  and  easily,  you  have 
to  talk  to  him  about  something  that  he  knows  something  about. 

In  regard  to  another  kind  of  advertising,  advertising  among 
one's  own  policy  holders,  I  do  not  believe  that  you  can  apply  the 
same  reasoning,  because  they  are  all  interested  to  some  extent. 
But  I  think  that  that,  too,  can  be  overdone.  The  policy  holder,  a 
new  policy  holder  particularly,  I  think,  will  be  a  little  more  inter- 
ested, will  pay  a  little  attention  to  advertising  matter  that  you 
send  him;  but  where  it  comes  along  three  or  four  times  every  year 
it  goes  into  the  waste-paper  basket  just  as  if  he  were  not  a  policy 
holder. 

Now,  regarding  this  insurance  journal  question,  I  think  the 
gentlemen  who  have  already  spoken  on  that  have  stated  the 
truth.  The  insurance  journals  do  render  a  service  in  addition  to 
pandering  to  the  vanity  of  company  officers  and  pandering  to 
one's  ordinary  liking  for  gossip.  Of  course,  you  like  to  see  your 
own  company's  name  in  print,  but  it  doesn't  do  a  bit  of  good.  It 
is  human  nature  to  want  to  see  what  is  happening  to  other  com- 
panies, especially  if  it  is  any  little  misfortune.  But  with  all  these 
things  the  journals  do  give  us  the  only  real,  continuous  oppor- 
tunity that  we  have  to  know  what  the  other  fellow  is  doing  and 
to  enable  us  to  keep  abreast  with  the  times.  That  is  a  very  real 
service.  Now,  these  meetings  are  valuable  to  me  because  I  am 
stuck  away  down  in  a  corner  in  Texas,  all  by  myself  practically, 
and  my  company  does  business  only  in  one  state,  and  uncon- 
sciously I  get  into  a  rut,  which  is  easy  enough  to  do  anywhere,  but 
which  is  particularly  easy  if  you  are  cut  off  from  seeing  other  people 
in  your  profession.  But  even  these  meetings  would  not  keep  me 
reasonably  straight  if  I  didn't  get  the  insurance  journals. 

The  other  side  of  advertising,  the  publicity  or  general  educa- 
tional side,  is  one  that  has  not  had  as  much  attention  as  it  ought 
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to  have  from  life  insurance  companies.  And  at  the  risk  of  saying 
too  much,  making  too  much  of  a  good  excuse,  I  will  say  that  I 
didn't  have  even  a  copy  of  this  program  before  I  got  here  or  I 
should  have  been  able  to  make  a  sort  of  half-way  sensible  talk  on 
advertising.  To  have  it  thrown  at  you  like  this  is  not  conducive 
to  making  a  good  talk  on  the  subject  of  advertising.  But  in  regard 
to  this  educational  advertising,  I  look  upon  it  as  a  duty  that  life 
insurance  companies  owe  to  the  community.  The  average  man 
in  the  street  doesn't  know  a  thing  about  life  insurance,  and  the 
life  insurance  companies  should  get  together  in  various  territories 
and  put  out  a  little  advertising  once  in  a  while  in  the  local  news- 
papers to  tell  him  what  life  insurance  will  do  for  him  and  his 
family.  The  local  newspapers  will  co-operate  if  you  will  show 
them  that  life  insurance  is  a  good  thing  for  the  people,  that  it  is 
not  your  purpose  to  use  their  paper  free  for  your  own  benefit,  but 
rather  to  educate  the  community  regarding  the  value  of  what  you 
are  selling,  whether  they  buy  from  you  or  somebody  else,  and  they 
will  assist  you.  The  Indianapolis  Life  Underwriters'  Association 
did  some  very  good  work  along  those  lines. 

I  have  always  answered  this  question  as  to  how  much  adver- 
tising should  a  company  do,  as  follows:  When  you  are  young, 
struggling  to  get  along,  don't  do  anything  that  you  can't  follow  up. 
It  is  time  enough  to  do  general  advertising  when  you  have  the 
money  to  spare  for  it. 

Someone  referred  to  the  advertising  done  by  large  companies 
in  national  magazines.  If  you  think  a  minute,  you  will  notice  that 
you  don't  see  as  much  of  that  as  you  did  a  few  years  ago.  My 
information  from  one  of  the  huge  companies  which  did  a  tremen- 
dous amount  of  advertising  is  that  the  returns  were  disappointing. 

Mr.  Beckett:  I  am  not  charged  with  the  duty  of  advertising, 
but  there  is  one  very  considerable  item  of  money,  I  think,  that  we 
spend  every  year,  which  is  exceedingly  unfortunate  because  it 
brings  us  no  returns,  and  which  could  be  dispensed  with  to  our 
great  satisfaction.  I  refer  to  the  very  heavy  expense  of  publica- 
tions. I  know  that  within  the  year  when  the  examiners  were 
examining  our  company,  one  of  the  examiners  met  me  in  the  hall 
with  a  voucher.  He  thought  he  had  something  on  me.  It  was  a 
voucher  for  some  three  hundred  dollars  for  publication  of  our 
annual  statement  in  a  certain  paper.     He  said,  "Nobody  in  the 
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world  charged  you  any  such  fee  as  that  you  are  publishing  in  your 
statement,"  and  he  was  very  much  surprised  to  see  the  itemized 
bills.  The  total  amount  runs  into  a  very  considerable  amount  of 
money  and  it  brings  no  returns.  We  actually  pay  a  considerable 
amount  of  money  for  which  no  publication  is  made.  This  is  under 
the  reciprocal  provisions  of  the  law.  I  should  like  to  see  that 
changed,  if  possible.  The  way  fo  find  a  remedy  is  to  bring  it  up, 
if  you  can,  with  the  legislatures.  Such  requirements  as  make  us 
publish  our  statements  in  every  county  in  which  we  are  doing 
business  costs  us  a  lot  of  money,  time,  and  trouble. 

Mr.  Buttolph:  Mr.  President,  I  am  a  little  bit  peeved  at 
our  company  when  I  see  how  much  a  factor  the  actuary  is  in  other 
companies  in  this  advertising  campaign  and  I  have  nothing  at  all 
to  do  with  it.  I  don't  know  anything  about  company  advertising 
and  yet  I  do  not  want  to  pass  this  opportunity  of  merely  saying 
"Amen"  to  what  has  been  said  in  favor  of  the  trade  journal. 

Of  course,  wise  discrimination  must  be  made,  but  the  trade 
journals  are  most  effective  in  my  opinion. 

I  was  not  surprised  to  hear  the  statement  made  in  regard  to 
an  agent  who  could  only  trace  one  application  and,  that  of  a  con- 
sumptive, to  his  advertising,  but  that  doesn't  mean  that  the  adver- 
tising didn't  pay.  It  sometimes  is  extremely  difficult  to  determine 
whether  or  not  a  certain  form  of  advertising  does  pay,  but  I  think 
that  the  one  form  which  above  all  others  shows  its  results  is  the 
advertising  in  trade  journals. 
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QUESTION  AND  ANSWER  DEPARTMENT 
LIMIT  OX  AMOUNT  OF  INSURANCE  ON  ANY  ONE  LIFE 

Mr.  Cathles:  I  should  like  to  ask  what  is  the  practice  of  the 
different  companies  in  regard  to  limiting  the  amounts  which  they 
will  retain  at  their  own  risks  on  lives  under  age  twenty  or  twenty- 
one.  It  is  becoming  a  very  common  thing,  according  to  my 
observation,  to  limit  the  amount  which  a  company  will  retain  at 
its  own  risk  at  ages  over  fifty,  even  the  very  large  companies  cut- 
ting down  to  what  seem  insignificant  limits  at  the  high  ages.  There 
seems  also  a  tendency  to  reduce  the  amount  which  companies  will 
issue  to  a  male  risk  under  age  twenty.  I  should  like  to  know  if 
there  is  any  decided  opinion  in  regard  to  it.  My  company  will  not 
issue  more  than  five  thousand  dollars  to  be  retained  at  it's  own 
risk  under  age  twenty.  It  will  carry  ten  thousand  dollars  at  its 
own  risk  from  age  twenty  to  age  fifty — actual  age  fifty,  not  rating 
age  fifty.  Over  fifty  and  under  fifty-five,  actual  age,  our  com- 
pany will  retain  only  five  thousand  dollars  at  its  own  risk.  We  will 
not  consider  anybody  for  insurance  who  is  past  his  fifty-fifth 
birthday. 

Mr.  Beckett:  Our  policies  are  calculated  for  ages  from  six- 
teen to  sixty.  We  will  not  consider  an  applicant  who  is  younger 
than  sixteen,  nor  will  we  consider,  under  any  conditions,  applicants 
above  sixty.  We  have  no  established  rule  for  minors.  The  rule 
we  follow  is  that  we  will  not  accept  minors  for  more  than  five 
thousand  dollars  of  insurance.  Our  limit  is  fifteen  thousand  dol- 
lars, maximum  on  any  risk.  Fifteen  thousand  dollars  of  regular 
insurance,  and  we  will  issue  in  connection  with  that  five  thousand 
dollars  of  double  indemnity. 

Mr.  Portch:  I  feel  that  the  only  reason  for  reducing  your 
limit  at  any  age  is  the  question  of  moral  hazard.  For  what  purpose 
is  the  insurance  being  taken  ?  Now,  the  question  of  moral  hazard 
is  most  important  at  ages'  under  twenty  and  at  ages  over  fifty-five, 
and  I  think  from  that  point  of  view  a  company  is  taking  a  proper 
course  in  not  issuing  large  amounts  at  those  ages. 
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Mr.  Carr:  We  have  no  set  rule  on  the  subject  and  I  can't  see 
that  one  is  necessary.  It  seems  to  me  that  it  is  a  matter  of  election 
in  the  individual  case.  I  have  known  of  cases  where  issuance  of 
the  full  limit  on  a  boy  twenty  years  old  would  be  entirely  justified. 
Therefore,  it  is  our  custom  always  to  take  into  consideration  the 
conditions  surrounding  each  individual  case,  although  I  can  recall 
but  a  very  few  instances  in  which  we  have  issued  our  limit  below 
age  twenty  or  twenty-one. 

Mr.  Cathles:  Our  practice  was  much  the  same  as  yours 
until  I  came  to  arrange  a  reinsurance  contract,  which  required  us 
definitely  to  state  our  limits. 

THE  ISSUANCE  OF  POLICIES  WITHOUT  EXTENDED 
INSURANCE  VALUES 

Mr.  Bowerman:  Mr.  President,  I  would  like  to  have  an 
expression  of  opinion  from  any  of  the  members  present  as  to  the 
circumstances  and  conditions  under  which  their  companies  issue 
endowment  policies  without  extension  values,  or  issue  whole-life 
or  limited-payment  life  policies  without  extension  values  in  sub- 
standard cases  where  they  would  not  have  been  willing  to  issue 
single-premium  term  policies. 

Mr.  Webb:  There  is  no  particular  purpose  in  giving  a  sub- 
standard life  an  endowment  policy. 

Mr.  Cathles:  Unless  he  was  a  risk  subject  to  hazard  for  a 
certain  age  or  at  a  certain  age. 

Mr.  Webb:  We  never  rate  up  policies  on  the  idea  that  we 
will  not  issue  policies  on  substandards.  If  we  take  a  case  it  is,  as 
far  as  mortality  is  concerned,  a  standard  case.  We  may  have 
other  reasons  for  not  wishing  to  give  him  the  policy  applied  for.  A 
man  may  apply  for  a  double  indemnity  policy,  but  we  may  think 
the  occupation  is  of  such  a  nature  that  he  is  not  entitled  to  it  and  we 
will  offer  him  something  else,  but  we  do  not  consider  it  a  sub- 
standard risk. 

Regarding  the  question  you  asked,  we  will  not  give  ten-, 
fifteen-,  or  twenty-year  term  policies  to  anybody  but  absolutely 
first-class  standard  risks,  but  we  might  give  him  a  five-year  term 
policy  without  the  privilege  of  renewing.  I  think  that  the  five- 
year  term  policy  is  a  policy  you  can  issue  on  almost  anybody  that 
is  standard  and  under  sixty  years  of  age. 
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Mr.  Beckett:  Attempts  to  substandardize  by  using  endow- 
ment forms  are  likely  to  result  in  the  insured  securing  insurance 
by  practically  net  term  rates,  if  the  extended  insurance  option  is 
not  eliminated. 

Only  last  week  we  had  two  cases  which  brought  this  matter 
forcibly  to  my  attention.  In  the  one  case  the  policy  holder,  believ- 
ing himself  to  be  substandardized,  elected  the  extended-insurance 
option  providing  for  extended  insurance  almost  to  the  end  of  the 
endowment  period,  and  in  the  other  case  the  policy  holder 
desired  to  pay  one  more  premium  so  as  to  have  the  extended 
insurance  providing  for  protection  to  the  end  of  the  endowment 
period. 

We  do  not  do  a  substandard  business  and  long  ago  discontinued 
the  practice  of  attempting  to  substandardize  by  the  use  of  endow- 
ment policies,  and  we  have  in  recent  years  issued  such  endowment 
policies  without  extended-insurance  values.  This  practice  was 
followed  by  our  company  for  a  number  of  years  prior  to  1908,  and 
our  investigation  into  the  company's  mortality  experience  revealed 
the  fact  that  we  had  considerably  higher  mortality  on  endowment 
business  than  on  the  whole-life  and  limited-payment  insurance. 

Mr.  Cathles:  In  Texas  the  law  is  that  a  man  shall  have  a 
specified  form  of  insurance.  So  wre  do  cut  out  all  extended  insur- 
ance in  our  endowment  policies  in  nearly  all  cases  where  a  man  is 
issued  an  endowment  policy  in  place  of  a  policy  applied  for  on  a 
cheaper  plan. 

Mr.  McBride:  Mr.  President,  like  Mr.  Webb's,  our  com- 
pany confines  itself  exclusively  to  standard  risks  and  standard 
rates  with  a  few  minor  exceptions  of  occupational  hazards  and 
the  charge  of  an  extra  premium  for  overweight  cases  in  which  we 
are  pretty  largely  guided  by  the  tables  published  by  Mr.  Mead. 
In  a  few  cases  where  a  life  form  is  applied  for  we  will  consent  to 
the  issuance  of  an  endowment  if  the  impairment  be  one  which  in 
the  opinion  of  our  medical  department,  is  not  likely  to  affect  the 
risk  until  after  the  endowment  period  has  expired.  Being  a 
Missouri  company,  we  are  subject  to  the  same  limitations  as  those 
mentioned  by  Mr.  Webb,  and  in  my  own  opinion,  whether  we 
were  or  not,  we  would  scarcely  resort  to  the  elimination  of  extended- 
insurance  values,  because  in  our  practice  the  risk  would  not  be 
accepted  unless  it  were  regarded  as  good  enough  to  justify  us  in 
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remaining  on  it  (either  by  the  payment  of  premiums,  or  by  the 
exercise  of  non-forfeiture  options)  during  the  entire  endowment 
period. 

We  have  a  term  policy  expiring  at  the  age  of  sixty-five,  and 
we  follow  the  same  practice  on  that  policy  as  we  would  on  the 
endowment,  in  case  the  expiration  of  the  policy,  according  to  its 
terms,  would  get  us  off  the  risk  before  the  impairment  under 
consideration  might  be  expected  to  become  significant. 

Mr.  Portch:  If  I  might  say  a  word  in  answer  to  Mr. 
Bowerman's  question,  it  would  be  this,  that  it  seems  to  me  entirely 
illogical  to  refuse  a  man  a  twenty-year  term  policy  and  to  give 
him  a  twenty-year  endowment  policy  with  extended  insurance 
provided  as  an  option  in  the  policy.  By  taking  advantage  of 
that  extended  insurance  after  three  or  four  years,  he  can  get  what 
is  practically  a  twenty-year  term  policy,  the  only  difference  being 
that  his  premiums  are  limited  to  three  or  four  years  from  issue 
instead  of  twenty,  as  under  the  regular  term  policy.  So  I  think 
that  in  such  a  case  you  certainly  ought  to  eliminate  the  extended 
insurance,  if  you  can  do  it  under  the  laws  of  the  state  in  which  you 
are  operating,  of  course.  In  a  great  many  states  you  have  to  give 
only  a  specified  form  of  insurance  as  a  non-forfeiture  value.  In 
Missouri  and  Indiana,  however,  extended  insurance  is  specifically 
required  by  law. 

VALUATION  OF  DISABILITY  BENEFITS 

Mr.  Buttolph:  What  is  the  general  practice  with  regard  to 
valuation  of  disability  benefits,  both  before  and  after  occurrence  of 
disability  ? 

Mr.  Fairlie  :  At  a  meeting  of  the  Committee  on  Blanks  of  the 
National  Convention  of  Insurance  Commissioners  held  in  May  of 
this  year,  at  which  a  number  of  representatives  of  life  companies 
were  present,  there  was  a  lengthy  discussion  on  the  correct  method 
of  handling  incurred  disability  claims  both  as  to  entries  in  the 
financial  statements  and  as  to  computing  the  liability.  There  was 
such  a  difference  of  opinion  that  nothing  definite  was  adopted  on  the 
question,  but  I  am  inclined  to  the  following  methods: 

In  the  case  of  a  benefit  providing  for  a  fixed  number  of  instal- 
ments the  liability  should  of  course  be  computed  as  with  an  ordi- 
nary  supplementary   contract   not   involving   life   contingencies. 
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Where  the  benefit  is  a  remission  of  future  premiums  the  regular 
reserve  should  be  maintained  on  the  policy,  and  the  disability 
reserve  would  be  the  present  value  of  the  future  net  premiums 
remitted,  valued  as  an  annuity  on  disabled  lives.  It  might  be 
argued  that  the  gross  premium  should  be  used  instead  of  the  net, 
especially  in  such  a  case  as  a  participating  policy  providing  for  the 
continuance  of  participation  after  disability,  but  under  the  usual 
valuation  law  prescribing  the  net  premium  basis  with  no  allow- 
ance for  the  effect  of  future  loadings  or  expenses  I  believe  that  the 
net  premium  only  should  be  valued  for  the  disability  benefits  also. 
In  this  connection  it  is  to  be  noted  that  in  the  case  of  Hunter's 
Disability  Tables,  which  are  in  most  common  use  in  this  country, 
the  tables  of  rates  compiled  by  the  author  are  based  on  the  remis- 
sion of  net  premiums  and  not  gross  premiums.  Now  as  to  the  use 
of  a  disabled-life  table  for  valuing  the  annuity.  The  regular 
table  of  valuation  is  a  "mixed"  table  covering  both  active  and 
disabled  lives,  and  the  current  reserve  represents  the  difference 
between  the  present  value  of  the  future  benefits  and  of  future 
premiums  on  both  classes  of  lives.  The  incurred  benefit  consists 
of  waiving  the  future  premiums  on  the  disabled  lives,  and  conse- 
quently the  table  used  should  be  one  based  on  the  experience  of 
such  disabled  lives  exclusive  of  active  lives.  Similar  principles 
would  apply  to  benefits  consisting  of  the  payment  of  instalments 
through  the  lifetime  of  the  insured  with  or  without  continuance  of 
an  insurance  benefit. 

Mr.  Buttolph:  I  have  never  been  very  well  persuaded  in  my 
own  mind,  but  I  will  admit  that  the  leaning  that  I  have  had  has  not 
been  toward  the  method  mentioned  by  Mr.  Fairlie,  the  objection 
to  that  being  that  it  seems  to  discriminate  between  the  valuation 
on  the  good  risk  and  that  on  the  bad  risk.  I  do  not  think  that  we 
can  afford  to  take  any  such  position  as  that  or  to  try  to  segregate 
our  good  risks  and  our  bad  risks  and  value  one  class  of  business  on 
the  American  experience  table  and  the  other  class  on  a  disabled- 
life  table.  The  method  toward  which  I  have  always  had  a  leaning 
has  been  simply  to  regard  that  policy  under  which  the  disability 
claim  has  been  allowed  as  a  policy  which  is  paid  up  under  what- 
ever form  it  may  be,  endowment  or  life  policy  as  the  case  may  be. 

Mr.  Portch:  Your  suggested  method  is  equivalent  to  com- 
puting the  annuity  by  the  American  table  ? 
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Mr.  Buttolph  :  Yes.  This  method,  of  course,  would  result  in  a 
greater  reserve  being  charged  than  that  under  the  method  suggested 
by  Mr.  Fairlie.  I  am  sorry  Mr.  Fairlie  did  not  extend  his  answer 
to  cover  the  business  under  which  no  claim  has  been  made.  Would 
you  make  use  of  Hunter's  table  as  is  done  by  the  New  York  Depart- 
ment? 

Mr.  Fairlie:  The  Illinois  Insurance  Department  has  not 
adopted  any  fixed  basis  for  valuation  of  disability  benefits  where  no 
claim  has  been  incurred.  It  requires  each  domestic  company  to 
report  the  method  it  is  using,  and,  if  satisfactory,  such  method  is 
accepted.  Some  are  charging  a  flat  rate  based  on  so  much  per 
thousand  of  insurance,  and  are  using  reserves  of  one-half  the  annual 
premium  charged  for  the  benefit.  Others  use  a  disability  table. 
Some  accumulate  the  premiums  which  have  been  actually  received 
and  charge  against  the  fund  the  claims  which  have  been  incurred. 
The  reason  for  not  enforcing  a  fixed  rule  is  that  hitherto  there  has 
not  been  very  much  information  at  hand  from  which  a  satisfactory 
basis  could  be  determined  for  the  experience  on  such  benefits  as 
are  being  allowed  by  legal  reserve  companies  under  present  con- 
ditions, and  the  reserve  reported  by  the  companies  under  any  of  the 
above  methods  for  the  short  period  the  benefits  have  been  allowed 
as  yet  by  them  have  been  in  all  cases  at  least  equal  to  those  com- 
puted by  such  a  disability  table  as  Hunter's,  which  has  been 
recognized  as  satisfactory  for  the  present,  at  least  by  the  Illinois 
Department.  It  is  hoped  that  before  long  there  will  be  some  au- 
thoritative publication  of  the  experience  of  the  companies  so  that 
a  more  decided  rule  may  be  adopted. 

Mr.  Cathles:  I  am  very  glad  to  see  that  Mr.  Buttolph  is 
better  posted  than  any  of  us  when  it  came  to  a  "show  down."  He 
admitted  that  he  didn't  know  how  to  answer  his  own  question. 

I  don't  know  whether  that  point  has  really  been  settled  by 
anybody.  I  know  my  own  experience  with  the  departments  is 
that  they  are  just  about  at  sea  in  their  attitude,  and  as  Mr.  Fairlie 
says,  "We  will  wait  to  see  before  we  adopt  any  rules.  In  the 
meantime  we  will  adopt  twenty-five  cents  a  thousand  on  one  year's 
business."  There  is  a  rule  that  I  have  adopted  in  my  own  company 
and  which  I  recommend  to  other  small  companies,  which  is  simply 
to  put  into  reserve  all  the  premiums  they  collect  for  disability 
benefits.     After  all,   if  their  disability  claims  bear  any  proper 
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relation  to  their  expenditures,  that  will  provide  a  practically  correct 
result,  which  will  give  them  something  on  which  they  can't  go 
very  wrong.  If  their  experience  is  worse  than  the  experience  prob- 
able now,  they  will  have  something  with  which  to  meet  it. 

Mr.  Beckett:    Is  that  gross  premiums  ? 

Mr.  Cathles:     Gross  premiums,  and  it  is  accumulated. 

Mr.  Gunn:  I  would  like  to  ask  Mr.  Buttolph  if  he  puts 
up  an  additional  reserve  in  cases  where  a  flat  extra  premium  is 
charged  for  hazardous  occupations.  I  have  never  seen  any  state- 
ment as  to  the  practice  in  that  respect. 

Mr.  Buttolph:  In  a  case  of  a  flat  extra  that  is  charged  for 
hazardous  occupation,  it  has  never  been  my  custom  to  put  up  any 
extra  reserve  for  it  at  all,  although  I  am  perfectly  willing  to  admit 
that  there  should  be  an  extra  reserve  of  50  per  cent  of  one  annual 
premium. 

Mr.  Cathles:     Xo  extra  reserve? 

Mr.  Buttolph:  Xo.  In  the  practical  cases  that  have  come 
up  to  me  this  has  been  such  an  insignificant  amount  and 
has  been  so  hard  to  dig  up  that  it  has  not  seemed  to  me  to  be 
worth  while. 

Mr.  Beckett:  It  might  be  interesting  to  some  of  us  to 
know  that  for  three  years  I  have  calculated  our  premiums  and 
reserves  on  Hunter's  tables,  and  they  are  accepted  by  twenty- 
eight  states  and  the  Dominion  of  Canada  without  question,  and 
the  Dominion  of  Canada  has  indicated  that  reserves  based  on  that 
table  would  be  required. 

Mr.  Cathles:  How  do  these  reserves  run,  Mr.  Beckett,  as 
compared  to  twenty-five  cents  a  thousand  ?  Do  they  exceed 
twenty-five  cents? 

Mr.  Beckett:  Our  policies  have  provided  for  disability 
benefits  since  19 10.  The  law  of  our  state  provides  for  the  valuation 
of  accident  policies,  and  the  rule  regarding  this  was  fixed  a  number 
of  years  ago,  the  reserve  being  50  per  cent  of  the  charge  therefor, 
so  that,  to  be  able  to  show  that  our  reserve  liability  was  sufficient 
to  meet  the  legal  requirements  of  our  state,  I  calculated  the  reserve 
on  both  plans,  and  the  reserve  on  Hunter's  plan  runs  quite  a  little 
more  than  50  per  cent  of  premium  charged.  Our  premium  would 
vary  from  about  eighteen  cents  to  two  dollars  per  thousand,  as  I 
recall. 
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Mr.  Hyde:  I  simply  want  to  say  that  the  state  of  Ohio 
requires  a  reserve  of  50  per  cent  of  premiums  on  the  total  dis- 
ability. 

Mr.  Portch:  Referring  to  that  last  question  of  Mr.  Gunn's 
there  is  one  point  that  was  not  quite  thoroughly  answered. 
I  think  that  it  might  be  worth  while  knowing  if  any  member  of  the 
Institute  does  actually  put  up  a  reserve  out  of  flat  extra  premiums 
charged  for  hazardous  occupations.  I  do  not  mean,  and  I  think 
Mr.  Gunn  did  not  mean,  cases  where  the  age  has  been  rated  up, 
or  where  a  rate  has  been  charged  based  on  125  or  150  per  cent 
mortality,  but  where  an  extra  premium  of  say  $2  .  50  per  annum  is 
charged.  Is  there  any  member  here  who  has  put  up  a  reserve  of 
that  kind  ? 

Mr.  Hyde:  Our  company  does,  and  is  required  to  do  it  by 
the  state  department. 

Mr.  Portch:    One-half  of  the  premium  ? 

Mr.  Hyde:    One-half  of  the  premium. 

Mr.  Carr:  For  instance,  on  war  permit?  How  about  war- 
permit  premium  ?  A  good  many  of  us  get  more  premium  than 
the  flat-rate  premium  usually  charged. 

Mr.  Hyde:  I  think  the  extra  premium  for  war  permits  should 
be  treated  like  the  extra  premium  for  any  other  extra  hazardous 
risk. 

Mr.  Portch:  I  think  all  of  us  agree  that  theoretically 
one-half  of  the  extra  premium  should  be  put  up.  The  difficulty  has 
been  to  do  it.  As  Mr.  Buttolph  has  said,  in  the  first  place  the 
extra  premiums  are  very  small  in  aggregate  amount,  and  I  think 
also  that  there  are  very  few  companies  that  keep  a  separate  account 
of  such  extra  premiums. 

Mr.  Cathles:  With  regard  to  these  occupational  extras,  it 
has  never  occurred  to  me  to  think  that  anyone  did  not  put  up  one- 
half  of  the  extra  premiums;  I  thought  that  this  was  the  universal 
rule.  It  is  the  rule  in  Great  Britain  and  I  thought  that  it  was  here. 
There  is  very  little  theory  in  the  thing.  One  assumes  that  when 
an  extra  premium  has  been  imposed  in  the  first  place,  that  a 
proper  appreciation  of  the  extra  risk  was  held  by  the  company. 
That  is  to  say,  that  the  extra  hazard  covered  was  in  the  nature  of  a 
constant  extra  hazard  exposed  to  other  extra  hazards,  some  of 
which  were  decreasing  in  intensity  and  some  increasing.     There  is 
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a  little  compensation  there,  because  while  you  are  collecting  the 
five  dollars  a  thousand  extra  premium  and  assuming  that  the 
hazard  is  continuous  and  constant,  you  are  really  collecting  an 
increasing  extra,  because  the  amount  at  risk  decreases,  but  I 
think  that  this  has  generally  been  considered  to  be  a  very  useful 
feature  of  it,  to  offset  the  increase  in  the  risk  of  accident  in  any 
hazardous  occupation  because  of  increasing  age. 

Mr.  Portch:  I  was  going  to  ask  Mr.  Gunn  if  he  thought 
that  the  answer  was  sufficient  on  that  point. 

Mr.  Gunn:  Yes;  and  it  seemed  to  carry  with  it  the  idea 
of  a  reserve  of  half  of  the  premium  on  disability  benefits. 

Mr.  Cathles:  That  was  the  point  brought  out  by  Mr.  Beckett, 
one-half  of  the  premium  for  disability  benefits.  Certain  pecu- 
liarities have  arisen  in  this  country  within  the  last  five  years 
which  make  the  twenty-five-cent  disability  reserve  insufficient, 
because  the  actual,  true  disability  reserve  is  increasing  in  amount. 

Mr.  Buttolph:  Mr.  President,  I  want  to  disclaim  any 
such  interpretation  of  the  answer  which  I  attempted  to  give  to 
Mr.  Gunn's  question.  It  seemes  to  me  that  the  question  of  a  flat 
extra  for  an  occupational  hazard  is  entirely  different  from  the 
question  of  the  premium  charged  for  the  ordinary  form  of  dis- 
ability. I  do  not  think  that  the  two  should  be  valued  in  accordance 
with  the  same  theory  at  all. 
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SYNOPSIS   OF   MINUTES   OF  THE   MEETING    OF   THE 

INSTITUTE,  NOVEMBER  10  AND  n,  1916,  AT 

THE  HOTEL  LA  SALLE,  CHICAGO 

President  Portch  called  the  Institute  to  order  at  10:15  A.M., 
and,  upon  motion,  roll  call  was  deferred  until  after  the  address  by 
the  President.  Minutes  of  the  annual  meeting  held  June  6  and  7, 
1916,  at  French  Lick,  Indiana,  were  approved  as  printed  in  the 
Record. 

Mr.  Arnold  called  attention  to  the  fact  that  Mr.  Arthur 
Hunter,  President  of  the  Actuarial  Society  of  America,  was  present, 
and  moved  that  the  privileges  of  the  floor  be  granted  him;  which 
motion  was  seconded  and  unanimously  adopted.  The  roll  call 
was  then  had  showing  the  following  Fellows  and  Associates  present: 


O.  J.  Arnold 
Charles  H.  Beckett 
J.  P.  Bowerman 
Henry  W.  Buttolph 
Donald  F.  Campbell 
Carroll  B.  Carr 
Edwin  R.  Carter 
Lawrence  M.  Cathles 
H.  R.  Corbett 


FELLOWS 

Frederick  A.  Draper 
James  Fairlie 
George  Graham 
E.  W.  Hyde 
Franklin  B.  Mead 
William  O.  Morris 
Joseph  H.  Nitchie 
George  B.  Pattison 
S.  L.  Phelps 


Albert  G.  Portch 
Henry  L.  Reitz 
J.  C.  Seitz 
Calvert  F.  Stein 
Bert  J.  Stookey 
Harris  E.  Vineberg 
R.  M.  Webb 
R.  M.  Wilbur 


W.  P.  Coler 
Marcus  Gunn 


ASSOCIATES 

Martin  R.  Scott 
C.  O.  Shepherd 


G.  L.  Stayman 
Robert  B.  Sturtevant 


The   following   Contributing   Members   were   represented   by 
others  than  Fellows  and  Associates  of  the  Institute: 


CONTRIBUTING  MEMBERS 

American  Central Herbert  M.  Woollen,  President 

Central  Life  of  Illinois \V.  F.  Weese,  Vice-President 

S.  B.  Bradford,  Secretary 
Central  States  of  Missouri W.  H.  McBride,  Secretary 
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Federal  Life L.  D.  Cavanaugh,  Assistant  Secretary 

and  A  ctuary 

Forest  City  Life \.  D.  Warner,  President 

Indianapolis  Life E.  B.  Raub,  General  Counsel 

LaFayette  Life E.  L.  Marshall,  Actuary 

Midland  Mutual G.  W.  Steinman,  Secretary 

Old  Line  Life  of  Wisconsin R.  F.  Fry,  President 

Register  Life L.  E.  Knocke,  Secretary 

Reliance  Life J.  X.  Jamison,  Assistant  Secretary 

Western  Reserve H.  H.  Orr,  General  Counsel 

The  Secretary  presented  a  summary  of  the  business  trans- 
acted by  the  Board  of  Governors  since  the  last  annual  meeting, 
as  follows: 

Appointment  of  Messrs.  Glover,  Mead,  Beckett,  and  Reitz  as 
special  committee  to  act  upon  matters  in  connection  with  Carnegie 
Foundation  presented  at  the  last  annual  meeting — withdrawal  of 
the  request  of  the  Illinois  Pension  Law  Commission  for  committee 
to  act  in  connection  with  the  Commission's  report — the  election  by 
ballot  of  the  Institute  of  the  following  gentlemen  to  Fellowship: 
Walter  I.  King,  Frederick  Alfred  Williams,  and  Miles  M.  Dawson. 

The  Chair  called  the  attention  of  the  Institute  to  the  proposed 
amendments  to  the  Constitution  which  had  been  submitted  to 
each  Fellow  and  which  would  come  up  for  action  at  the  annual 
meeting  in  June,  1917. 

The  Institute  proceeded  to  the  consideration  of  the  program 
as  prepared,  the  first  subject  being  the  discussion  of  Mr.  Cameron's 
paper,  "The  Practical  Handling  of  Reinstatements,"  followed  by  a 
discussion  of  Mr.  Beckett's  paper,  "Mortality  Investigation." 

The  Institute  adjourned  at  12:45  PM-  and  reconvened  at 
2:00  p.m.,  when  the  first  subject  for  informal  discussion,  "Com- 
pulsory Workingmen's  Health  Insurance"  was  taken  up,  after 
which  the  next  subject  on  the  program  for  informal  discussion, 
"Should  the  Guaranteed  Values  under  Continuous  Monthly 
Income  Policies  Be  Based  upon  the  Commuted  Value  of  the 
Instalments  Certain  Even  though  the  Reserve  under  the  Deferred 
Survivorship  Annuity  Portion  of  the  Policy  Contract  Is  Negative  ? " 
was  taken- up.  The  following  subjects  on  the  program  for  informal 
discussion  were  then  taken  up — "Should  a  Company  When  It 
Issues  New  Forms  of  Policies  Apply  the  Retroactive  Principle 
and  Give  the  Holders  of  Older  Policies  the  Benefit  of  Any  More 
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Liberal  Provisions  in  the  New  Forms?"  "Applications  of  Rever- 
sionary Annuity,"  and  at  5 :  30  p.m.  the  Institute  adjourned  to  meet 
at  9:30  a.m.,  November  n. 

An  informal  dinner  was  served  at  7:00  P.M.  at  the  Bismarck 
Garden,  followed  by  a  vaudeville  entertainment. 

The  Institute  was  called  to  order  by  President  Portch  at 
10:15  a.m.,  November  n,  and  immediately  proceeded  to  a  dis- 
cussion of  Mr.  Hjorth's  paper  on  "A  Special  Temporary  Annuity," 
presented  at  the  June  meeting,  followed  by  a  discussion  of  Dr. 
Glover's  paper  presented  at  the  June  meeting,  "Some  Formulas 
Connected  with  the  Calculation  of  Annual  Dividends  on  the  Con- 
tribution Plan." 

The  following  subjects  on  the  program  for  informal  discussion 
were  then  taken  up  and  discussed:  "Court  Decisions  and  Depart- 
mental Rulings  Altering  the  Plainly  Expressed  Intent  of  the 
Policy  Contract,"   "Advertising,"  and   "Miscellaneous  Topics." 

The  question  of  the  place  for  holding  the  next  annual  meeting 
were  taken  up  in  compliance  with  the  request  of  the  Board  of 
Governors  which,  although  charged  with  the  responsibility  for 
selecting  a  place,  desired  to  have  an  expression  of  opinion  from  the 
membership  as  a  whole.  After  some  discussion  it  was  decided  to 
have  a  ballot,  each  member  present  to  vote  for  first  and  second 
choice  of  place  for  holding  the  next  meeting.  This  ballot  resulted 
as  shown  by  the  accompanying  table. 


Cities 

First  Choice 

Second  Choice 

Total 

Chicago 

Indianapolis 

Cincinnati 

Excelsior  Springs 

Des  Moines 

5 

II 

7 
3 

1 

9 

5 
5 
6 
1 
1 

14 
16 
12 

9 

2 

St.  Louis 

1 

On  motion  of  Mr.  Vineberg  the  Institute  then  adjourned  to 
meet  in  June,  1917. 
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ADDRESS  OF  THE  PRESIDENT,  MR.  ALBERT 
GARFIELD  PORTCH 

In  keeping  with  the  praiseworthy  custom  of  my  predecessors, 
this  address  will  be  confined  to  a  brief  review  of  the  present  stand- 
ing and  recent  activities  of  the  Institute,  with  possibly  a  few  sug- 
gestions for  the  future. 

The  Institute  has  now  passed  the  seventh  anniverary  of  its 
founding.  The  first  published  list  of  Fellows  contained  forty-two 
names,  a  number  that  has  now  been  increased  to  seventy-four  by 
election  and  examination.  The  number  of  Associates  has  increased 
from  twenty-two  to  thirty-two  almost  entirely  by  examination, 
and  there  is  also  a  number  of  non-listed  students  who  have  passed 
one  examination.  The  Contributing  Membership  has  increased 
from  twenty-two  to  fifty-five  companies.  Unquestionably  the 
Institute  has  reason  to  be  well  satisfied  with  its  growth  in  member- 
ship. 

By  reason  of  the  repeated  testimony  of  our  members  and  others, 
we  may  also  say  that  the  work  of  the  Institute  has  been  substantial 
and  profitable.  The  Institute  was  founded  at  a  critical  period  in 
the  history  of  life  insurance  in  this  country  and  at  a  time  when 
there  existed  a  large  need  for  the  services  it  was  designed  to  offer. 
We  believe  that  the  Institute  has  filled  this  need  in  a  creditable 
manner  and,  we  trust,  will  continue  permanently  to  be  a  congenial 
meeting-place  for  its  members  and  also  a  powerful  factor  in  the 
investigation  and  application  of  sound  actuarial  principles. 

In  recent  months  the  Institute  has  advanced  to  some  extent 
beyond  the  strict  confines  of  business  interests  and  has  undertaken 
work  of  a  public  nature.  At  the  request  of  the  Carnegie  Founda- 
tion for  the  Advancement  of  Teaching,  a  committee  has  been 
appointed  to  act  in  an  advisory  capacity  in  connection  with  the 
proposed  pension  scheme  for  the  teachers  of  this  country.  This 
committee,  consisting  of  Messrs.  Glover,  Mead,  Rietz,  and  Beckett, 
will  undoubtedly  have  an  opportunity  for  large  public  service  in 
this  connection.  A  similar  request  from  the  Illinois  Pension  Com- 
mission was  carefully  considered  and,  although  it  was  thought 
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unnecessary  to  appoint  a  committee  at  the  time,  it  should  be  noted 
that  the  actuarial  work  of  that  Commission  is  in  the  hands  of  two 
of  our  members.  It  is  also  noteworthy  that  the  Life  Tables 
recently  published  by  the  Federal  Bureau  of  the  Census  were  pre- 
pared under  the  supervision  of  a  member  of  the  Institute,  with  an 
advisory  committee  from  the  Actuarial  Society.  Also,  as  was 
stated  at  previous  meetings,  a  committee  of  the  Institute  appointed 
on  the  invitation  of  the  Actuarial  Society  and  with  the  official 
indorsement  of  the  National  Convention  of  Insurance  Commis- 
sioners, is  now  working  with  the  committee  appointed  by  the  two 
bodies  mentioned  in  the  preparation  of  the  New  Mortality  Tables 
requested  by  the  Commissioners. 

The  Institute  will  undoubtedly  from  time  to  time  be  called  upon 
to  undertake  other  duties  of  a  public  or  semipublic  nature.  I 
believe  that  the  Institute  should  be  extremely  careful  to  avoid 
involving  itself  in  political  or  partisan  matters  and  should  refuse 
to  undertake  work  that  may  properly  be  done  by  competent  con- 
sulting actuaries.  On  the  other  hand,  I  believe  that  the  Institute 
should  be  prepared  to  give  its  best  service  in  public  matters  where 
it  appears  impractical  to  employ  competent  advisers  in  the  regular 
manner,  and  where  it  appears  that  unless  such  service  is  given  by 
the  Institute  the  legitimate  interests  of  the  public  and  the  com- 
panies represented  in  this  Institute  will  suffer. 

In  this  connection  it  is  probably  a  part  of  my  duty  to  direct 
your  attention  to  the  question  that  appears  to  be  the  most  vital 
one  confronting  all  insurance  interests  in  this  country  today.  I 
mean  the  question  of  Social  Insurance,  with  which  are  inseparably 
bound  many  questions  both  of  actuarial  and  of  economic  impor- 
tance. I  think  most  of  us  have  neglected  to  give  this  subject  the 
careful  study  it  deserves,  and  I  respectfully  urge  every  member  of 
the  Institute  to  become  thoroughly  familiar  with  it  as  soon  as  pos- 
sible because  it  will  undoubtedly  in  the  very  near  future  become 
an  intensely  practical  problem.  We  will  have  an  opportunity  of 
discussing  one  phase  of  this  subject  under  the  topic  in  the  program 
for  this  meeting,  "Compulsory  Workingmen's  Health  Insurance." 

In  closing,  it  is  most  gratifying  to  record  the  increasing  oppor- 
tunities for  co-operation  between  the  Institute  and  its  honored 
sister  organization,  the  Actuarial  Society  of  America.  Many  of 
us,  being  members  of  both  bodies,  have  an  enduring  affection  for 
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the  organization  we  may  consider  our  Alma  Mater  in  actuarial 
work,  and  we  all  have  the  highest  regard  for  its  admirable  history 
and  its  invaluable  contributions  to  science.  The  objects  of  the 
two  bodies  and  their  fundamental  interests  are  identical,  although 
their  special  fields  and  methods  will  probably  always  be  different. 
We  believe  there  is  ample  room  for  the  widest  development  of  both 
organizations  and  that  each  will  rejoice  in  the  prosperity  of  the 
other.  Co-operation  between  them  on  matters  of  vital  general 
importance  would  seem  desirable,  especially  in  connection  with  the 
exceptionally  difficult  problems  that  will  face  the  actuarial  profes- 
sion in  this  country  within  the  next  few  years,  some  of  which  have 
been  referred  to  above.  The  Institute  warmly  welcomes  this 
co-operation  and  will  do  its  part  ever  to  uphold  the  integrity  and 
best  traditions  of  the  actuarial  profession  in  this  country,  tradi- 
tions established  largely  by  reason  of  the  long  and  honorable  record 
of  the  Actuarial  Society. 
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